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EMERGENCY LIVESTOCK CREDIT ACT OF 1974 
AMENDMENTS 



thuhsdat, mabch 13, 1975 

House op Rephesentatives, 
Subcommittee on Livestock and Grains 
AND Subcommittee on Conservation and Credit 

OF the Committee on Agriculture, 

• Washington, D.C . 

The subcommittees met at 10 a.m., pursuant to call, in room 1301, 
Longworth House Office Building, Hon. W. R. Poage (chairman. 
Subcommittee on Livestock and Grains), and Hon. Bob Bei^and 
(chairman. Subcommittee on Conservation and Credit) presiding. 

Present: Representatives Poage, Bergland, de la Garza, Litton, 
Nolan, Weaver, Baldus, Harkin, Hightower, Bedell, Ei^lish, Fithian, 
D'Amours, Sebelius, Symms, Johnson, Madigan, Jeffords and Kelly. 

Staff present: Fowler West, staff director; John Hogan, associate 
counsel; Steve Allen, Nick Ashmore, and Steve Pringte, staff con-, 
sultaats; L. T. Easley, press assistant; Mary Jarratt, Perry Shaw, 
and Susan Bell, staff assistants. 

Mr, BERGLAND.The hearing will come to order. 

Today we are meeting to consider changes in the emergency live- 
stock credit program. I understand the Senate subcommittee is meet- 
ir^ on this same subject and I am told the full committee in the 
Senate will meet soon to consider those and other changes. 

It is our hope we can work in tandem with those committees so 
whatever action is taken is done with dispatch. 

At this time I yield to the Chairman of the Committee on Livestock 
and Grains from Texas. 

Mr, Poage, I don't want to make any comments. I simply want the 
subcommittees to familiarize themselves with the problems and hope 
we can improve upon the situation. 

Mr, Bergland. Thank you. 

Our witnesses represent the administration. The lead off is the 
Assistant Secretary for Rural Development of the Department of 
Agriculture, Mr, William Erwin, accompanied by Frank Elliott, 
Administrator of the Farmers Home Adramistration, and Mr. James 
Bostic, Deputy Assistant Secretary of Agriculture. 
(1) 
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STATEMENT OF WILLIAM ERWIN, ASSISTANT SECRETArvY FOR 
RURAL DEVELOPMENT, U.S. DEPARTMENT OF AGRICULTURE; 
ACCOMPANIED BY FRANK ELLIOTT, ADMINISTRATOR, FARMERS 
HOME ADMINISTRATION; JAMES E. BOSTIC, JR., DEPUTY ASSIST- 
ANT SECRETARY FOR RURAL DEVELOPMENT ; GEORGE HOFFMAN. 
AGRICULTURAL ECOBOMICT, EOONOMIO BESKAR^H SERVICE; 
LUCIUS DICKERSOK, ABSIWANT ADMINISTRATOR, FHA; AND 
RICHARD FOWLER, OFFICE OF THE GENERAL COUNSEL 

Mr. Erwix. Thank you. 

Chainnan and coinniittee members, I thank you for tfie opporlnnity 
to appear here to discuss a subject that is of concern to all of us, and 
one tiint has a direct and important effect on a major section of 
American agriculture. 

Some changes in the Emergency LivestrOck Credit Act of 1974 would 
have the support of tiie admmistration, based upon the following two 
premises: (1) thftt the emergency livestock program will <rontinue as 
a guaranteed loan program, and (2) that loans wijl be made at interest 
pat«s agreed upon by the borrower and the lender. 

We are in accord with the benefits being provided to bona fide 
ranchers and farmers. In carrying out the intent of tJie act, tho 
Department has required that eligible borrowers be engaged in 
agncultural production \\-ith the funds being used for the purpose of 
raising, breeding, fattening or marketing livestock. 

Our regulations reinforce this concept of helping the familv farmer — 
the livestock producer whose access to credit sources may be limited. 

Tlie program has not been used as mdely by farmers and ranchers as 
originally thought by some. We are pleased to report, however, that 
as of March 7, 1975, J,S11 borrowers have had $218.1 million guaran- 
teed under this program. 

The number of loans increased by 200 between February 28 and 
March 7, so we may be entering a period of accelerated use of this 
program. 

■ Farmers involved with beef eattle lead the list of borrowers. Statistics 
do not show whether a borrower is primarily interested in feedlqts, 
cow-calf operations, or one of the many variations in breeding, growing, 
fattening, and marketing beef animals. 

We know that, as of Jamiary 31, 1975, 70 percent of the boirowers 
and 78 percent of tJie money involved the beef cattle business. 

Next in line came dairy operations with 10 percent of the loans 
and 6 percent pf the dollars, followed in descending order by swine 
and chickens. Combjnationa of one or more livestock enterprises 
involved 14 percent of the loans and 12 percent of the dollars. 

Since the average loan is about $123,000 and loans for beef pro- 
ducers running on the average about $136,000, ive do not believe it 
necessary to authorize a higher loan limit than the current 8250,000 
maximum. 

A number of specific suggetions have been made in proposed legisla- 
tion. Here are changes \vnich the administration can support. First 
among these would be an amendment to permit the Federal Financing 
Bank to participate in the program to the extent of being a holder 
of the guaranteed portion of such loans. 
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present!/ the bank is excluded by taw. We would not favor changing 
tlie exclusion to allow the Federal Financing "Biwik to make loans 
directly to farmers and ranchers. The Federal Financing Bank's par- 
ticipation should be limited to purchasing and holding the guaranteed 
portion of loons made by other lenders. 

Kliminating the exclusion as a holder could improve the hasis for 
» secondary market for guaranteed loans and increase tJie funds avail- 
able to rural banks for loans. We believe that this change could have 
a beneficial ^ect on this program. 

However, we would expect that private lending insUtiitions would 
be the primary purchasers of the guaranteed portion of the loans. I 
would Inre to ffiake it clear that our support of this change with regard 
to the Federal Financing Bank does not in anv way state or imply 
«ny commitment or obligation on the part of the Federal Financing 
Bank to participation in thisprogram. 

A change in the guarantee from 80 percent of any loss to up to 90 
;percent of the principal and interest of the total loan would be ac- 
■ceptable. We understand the intent is to guarantee a lender for up to 
•90 percent of principal and interest until such time as the loan is paid 
■off. 

This change would provide a procedure for the secondary market 
to opera t-e. We would be opposed to a provision refeiring to 90 percent 
of payments due, because such a provision could have the effect of 
providing more than a 90 percent guarantee, 

A third change we could support would be to institute a flexible 
lepayment schedule for borrowers, by giving the Secretary authority 
to determine the lengtJi of the repayment period up to seven years, 
hased on a case-by-case analysis of each borrower's repaymrait aJaility 
ajid the type of loan security. 

Such a OTovision would also provide more latitude in working with 
the individual private lenders. 

As to the fourth suggestion, the concept of a line of credit to a 
borrower is acceptable in principle. Such action would allow borrowers 
a great deal more latitude in running their operations. 

Since the results of the economic squeeze may cause credit proWems 
there is a possibility that a borrower would neo'd to return for an addi- 
tional guaranteed loan. Thus, we would support amending the A-ct to 
provide that the total loans guaranteed under the act for any applicant 
cannot exceed $250,000 at any one time. 

Finally, there has been interest in extending the period for whicli 
the Emergency Livestock Credit Act is in effect. The Administration 
can support an. extension of the act until December 31, 1976, 

If there are questions, I shall be glad to respond. 

Mr. Bergland. Thank you very much, Mr. Secretary. Do your 
associates have anything for the record at this point? 

Mr, Erwin. No, sir. 

Mr. Bergland. Thank you. 

Are there any questions of this panel? 

Mr. PoAGE. Mr. Secretary, it seems to me that your suggestions 
are making a great change in this situation. We are not here with the 
idea that we £now just^ow to best serve these people. We do need, 
however, some better financing than we have. I think you recognize 
that most of these people had secured their loans and the banks made 
A good loan. 
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Most of these people now owe considerably more money than their 
cattle would bring if the cattle were sold. The banks can't carry those 
notes. The bank examiners are questioning that paper. The banks 
will have to do something with it. 

The present law requires security for these loans. Is there any 
way we can, whether through your agency or any other, give any 
kind of help to these people which could work out over a period of 
several years, where there is no chance in the world of paying out in 
the immediate future? 

Do you see any way of keeping those people in business? I know the 
bankruptcy laws. They turn over everj'thing they have got. Is there 
any way we can give any help toward keeping these people in business? 

Mr. Eewin. Mr, Chairman, we are examining that problem and 
have another session set up on it next week. We feel the steps recom- 
mended here would be helpful in expanding the base in the emergency 
livestock loans. 

We also recognize the realities of our statutory commitment, that 
we simply cannot make the loan unless we see the ability to repay 
the Government. I concur with you that it is a very difficult problem. 

Mr. PoAGE. You don't interpret the present law to mean you can't 
make the loan unless the man has the present abiUty to repay? Surely 
you interpret that to mean with the credit you feel he can work out 
on it over the period of the loan. 

Mr. Elliott. The answer, Mr. Chairman, is we try to take the most 
liberal view of his abilities to make repayment. While we have to take 
it on realistic cash flow analyses, we are willing and have gone along 
on many loans that are tenuous in terms of expected cash flow against 
our best judgments of the market ahead. 

The answer is we are taking security on the particular chattel, 
cattle, swine or whatever, at the market value today in order to 
assure the Government's position is maintained. In working with 
the banks in some cases, they have been willing to take another share 
of it on an even more tenuous one if they can see a future repayment 
of their loan in conjunction with ours. 

That still doesn't get to the heart of the question that you are 
asking — How do we get a security position if, under the statute, we 
must, on a very difficult determination of what the real security is in 
the future years. 

Mr. PoAGE. A good many of our local banks will, to the extent the 
banking authority will allow, look at a man with a bunch of cows 
and calves and say you have some security here, 100 head of cows, 
and you are going to have 8 calves to sell next fall. We think those 
calves are going to bring you $75 each. We think we could make you 
the loan. 

For the cow and calf man, you probably can find a way of making 
a loan that will carry him along a whole lot easier than you can a 
fellow who has got a lot full of 800-pound steers. You say to him, 
"You put another 300 pounds on these steers, which is going to cost 
you more than you can get out of them, so we don't see that your 
security is going to be any better than it is today." 

Isn't that about the way you are looking at this thing? 

Mr. Elliott. First and foremost, if the bank is willing to make 
that loan that we would guarantee, we have been making loans on 
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the future expected income from a calf crop. If the lenders are willing 
to carrj' it under those conditions and it looks like it is reasonable to 
see a repayment ahead, then we will go with a ^arantee. 

Mr. PoAGB. But on that bunch of steers you can't see any way 
that security will be worth the money, can you? 

Mr. Elliott. You take it on a case-by-case basis, Mr, Chairman. 

Mr. Erwin. Mr. Chairman, as an old cattle feeder, I have a feeling 
if the steers weighed SOO pounds and we were to carry them on for 
300 or 400 more pounds, at feed costs we wouldn't reaUy be helping 
that fellow very much. 1 think that was the intent of your question. 

Mr. PoAGE. 1 recognize you probably lose on every pound he outs 
on. It is better for hira t-o sell out now than it is to ride along. That 
is one of our problems. We are all feeling that way. What can we do? 

Is the man going to have to sell out. Is that the onJy thing we can 
do? 

Mr, Erwin. I think the amendments under consideration today 
in their stimulation of the secondary money market, these guaranteed 
loans, will be helpful in getting more money available in rural com- 
munities where this pressure on the livestock industry is most intense. 

Mr. PoAGE. I think thev will be helpful. I am for every one of 
them, but you suggested that is not going to enable you to lend this 
fellow, who has got a bunch of half-fed cattle, any money at all. You 
are not going to lend him 80 percent. You arc not going to lend him 
10 percent, lou are not going to lend him anything. 

I am trjTng to feel out where do we go, what must be our policy. 
Must we simply take the position we have got to make that fellow 
wash out now, and if we do, he better sell those cattle right now at 
800 pounds rather than hold them, which simply aggravates the whole 
situation? 

Mr. Erwin. Mr. Chairman, we have with us George Hoffman, 
who is our specialist in the economic analysis of the cattle market. 
Would it be appropriate at this time if he gave you a quick run down 
on the projections as we see the cattle industry? 

Mr. PoAGE. Yes. 

Mr. Bergland. Will you give your name and title for the record, 

Mr. Hoffman. I am George Hoffman. I am an Agricultural 
Economist with the Economic Research Service, USDA. 

It is my position in USDA to try to assess the current situation in 
the livestock industry and try to make some sense out of what we can 
«xpect coming down the road as far as prices and supplies are con- 
cerned in the next year or two. 

We have with us a record large cattle herd that is a result of a 7- 
year feed period of growth. In conjunction with that, we have got some 
20 percent smaller food grain supplies and 10 percent smaller roughage 
supplies to carry this record large cattle herd through the winter. 

This level of cattle slaughter we have now, running at near record 
levels, is the result of farmers being unable to carry these cattle through 
the winter. They just don't have the feed. Even if they do have (fie 
feed, they might not be willing to pay such high prices to feed an inven- 
torj' of cattle that is only worth half of what it was last year. 

The result is a very large slaughter. We have had record slaughter 
levels of 700,000 a week since January. This is above the previous 
record we had of 680,000-a-week average last fall. A great deal of this ia 
due to our cmrent feed supply ^tuation. We expect this to begin to 



•y Google 



cHfinge in the spring once we can put some of these cattle back out on 
pastures and ranges. 

We expect to aee slaughter subside somewhat and see some improve- 
ment in the cattle market. The improvement in prices will help out 
most cattle feeders. I don't expect they will be in a clear-cut profit 
position for the rest of this year, but they will certainly be in a better 
position than they are now. 

As far as cow-calf producers, we have a record cow herd with us. 
We will likely have another record large calf crop this yearTbe only- 
thing that can help these cow-calf operators ia an increased demand 
for their product, which is feeder cattle. This would require some turn- 
around in direction of our feeding industry. 

In order to turn around our feeding industry we need to see som& 
profits for fed cattle, which would require higher fed cattle prices 
and/or lower feed prices. I think that in the presence of a lai'ge feed 
grain harvest this year cattle feeders would be able to turn some profit* 
late this year and early next year. 

But, our concern still will lie with the cow-calf man because he wilt 
have a record number of calves to turn in. We have an excess capacity 
in feedlota to take these animals. I am not sure I answered your entire 
question. This is the situation as we see it, 

Mr. PoAQB. Mr. Chairman, I wonder if we could ask the expert ort 
this about a matter that clearly relates to another piece of legislation 
that we have before us, the Melcher bill. It involves the expenditure 
of $2 billion to buy beef. 

Obviously, $2 billion would do a great more good if it were spent 
buying cows, calves, fed steers. 

What is your estimate? We had some estimates the other day. What 
do you think it would do if we spent $2 billion in such an effort? Of 
course, I can't tell you whether it would mean $2 billion going into the' 
cow market, live cattle. 

We have one situation where we bought $2 billion worth of canned 
meat. Obviously, at- the present time, the Government can't buy 
Hve cattle. You can't turn it out on the White House laWn. That is 
the only fence there is in town. We can't turn them out on the range 
around the Washington Monument. 

So, we aro not in a position to handle live cattle. What we are 
going to wind up with is probabfy buying canned beef. Just how 
much effect do you think this is going to have on the cattle market, 
as to how long it takes for it t-0 react? 

Mr. Hoffman. As I understand it, the Department of Agriculture 
has not yet taken a position on this bill. I wouldn't want to speculate 
on that. 

Mr. PoAGB. X am not asking for a position on the t«il. I am just 
asking you what the effect would be. 

Mr, Hoffman, 2 billion is a lot of money. If I can put it into 
perspective by sayitig $2 billion is sufficient to buy almost eveiy 
hog in this country. Our total inventoiy of hogs is only worth about 
$-2.5 billion. 

That is the magnitude of the question. You can buy a lot of cows 
for 82 billion as well. 

Mr. Beegland. As I understand, we have soifaething on the order 
of 5 million breeder cattle, surplus to our needs. Is this goin^ to get 
the> cow herd: down t^ ^ reasonable size? Will $2 billion about ao-- 
complish that? 
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Mr. Hoffman. If you were to go into the free market, a cow selling 
for less than 20 cents a pound now, a 1,000-pound cow would cost 
$200. This kind of an influx in the market would certainly result in 
some rather interesting gyrations of price. 

This will be a lot of money to put into the livestock market and 
you then wouldn't be able to buy the cows for that price. 

Mr. Kelly. Wouldn't this be just about as apt to raise expectations 
on the part of the cattle people that the goyemment would do this 
again? 

Mr. Hoffman. Maybe not so much do it again, but to generate 
an unreasonablj' Iiigh price for cattle which would promote further 
expansion. 

Mr. Kelly. That is what I am talking about. You can't reduce 
the number of cows in a vacuum. The minute you buy them then the 
market is going to react by producing more. Isn't optimism one of 
the ingredients in the market? 

■ Mr. Hoffman. Certainly. 

Mf. KeLlt. And $2 billion would constitute a lot of optimism. 

Mr, Hoffman. The cow herd is growing today in spite of the fact 
the cow slaughter is running very large and in spite of the fact our 
cattle herd has dropped by 50 percent in value. Any ^ignihcanb 
increase in prices of these animals would certainly promote further 
expansion. 

Mr. Baldus. Perhaps that is a rather unexplainable phenomenon; 
It Seems to be the reverse of what Mr. Kelly and your own position 
19, that higher prices will attract more and lower prices will attract 
less. But still, you just said that lower prices begets more anyway. . 

Mr. Hoffman. It does, for a time* 

Mr. Baldus. Don't they need the money for cash flow to supply 
(he loans? Can you give Us an answer about what causes that 
phenomenon? 

Mr. Hoffman. Low prices generate increases in the short terra 
because ranchers are unwilling to release their capital breeding stock 
at such low prices. If they need money, if they don't hare tlie feed 
to carry the herd, they will tend to sell the animals that aie least 
productive first and maintain their breeding stock intact. 

Mr. Baloue. And some increases in price Would tend to reduce 
inventory. 

■ Mr. Hoffman. It wouldn't tend to reduce cow inventorip?. Short- 
term increases in price would jprobably increase cow slaushters ^ome^ 
what. They would be more willing to turn loose cows then. We are 
tfllkiftg aboot short term versus long term. 

■ Mr, Baldus, At some point I observed this in the dairi.- business 
where a certain amount of cash flow has got to be maiutnined. It 
keeps the family, and banker happy, even thoiigh he niaj- be losing 
some money on it. 

You do get this in cow calf also? 

Mr. HoPfman. Certainly. 

Mr. Balrus. We do have very low prices, especially in the ntrt 
best cutfl. In other proteins we say if the market goes up to the con- 
sumer then they will cut back their consumption on that. Are Wfl 
getting any increase in domestic consumption on the not so good cuts 
m beef, bambufgcFj and so forth? 
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- And, we have understood the world market is hungry for meat 
and they get meat and have the money to buy it at a reasonable 
price. How about the world market? 

Mr. Hoffman. The world market is pretty well a, closed market 
right now as far as beef is concerned. The United States is really the 
only country in the world that has an open market for beef in the 
world trade. 

The European community has closed their markets to beef. Japan 
has closed their markets to beef. 

Mr. Balddb. They don't allow the imports. 

Mr, Hoffman. No. 

Mr. Baldus. Is that flexible, that they allow below a certain number 
and certain prices? 

Mr. Hoffman. As I understand it, it is a complete embargo at the 
present time. 

Mr. Baldus. Then we-get back to domestic consumption. 

Mr. Hoffman, Consumption numbers are somewhat misleading. 
Although we have had record beef consumption in 1974, we expect 
another record this year. 

Our beef consumption last year was 116.3 pounds per person. 
The previous record was in 1972 at about 116.1. We expect consump- 
tion in 1975 to total over 120 pounds per person. But, let me add that 
consumption numbers are somewhat misleading as an indication of 
demand because of the nature of the product. 

Since it is perishable we will consume what is produced. We will 
consume our supply in a short period of time because we do not 
have extensive facilities for storage, freezing, or canning. 

Essentiallyj our consumption m the short term only reflects what 
our supply is in the short term. 

Mr. Baldus, In other words, you are saymg consumption is a 
rather inelastic figure. It is not gomg to be changed a great deal by 
price. 

Mr. Hoffman. The price will be a result of the consumption that 
is taking place. In other words 

Mr. Baldus. The consumption will not depend upon prices very 
much. 

Mr, Hoffman. It would be the other way around. The prices would 
depend on consumption. 

Mr. Baldus. But will the market make much change in consump- 
tion? Do people change from fish to meat and from one protein to 
another in very great amounts? 

Mr. Hoffman. In the shoit tenn this wouldn't be reflected in the 
consumption numbeis because we will consume whatever is on the 
market. It will be more likely reflected in price. 

Foi example, we might move 30 pounds per person through the 
market in one-quaiter of the year. This is what is offered. This is 
what will be consumed. It is the price level at 30 pounds that is 
consumed that tells us whether or not there is a switch between fish, 
pork, or beof. 

Mr, Johnson. What pioblems could you foresee if we came up with 
some kind of program that would pay a premium for the slaughter of 
cows? In other words, if we paid the pioducer a premium cf a cent or 
two, or whatever we could come up with to sell his cows, what kind 
of problems would that generate? 
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If we are going to spend $2 billion jiist buying beef, there is no 
assurance we are going to get rid of the factor. 

Mr. Hoffman. It would depend on what that premium would be 
that you place on it. You can't put top much of a premium on cow 
prices or we would be paying the same for cows as we do for fed beef. 

Mr. Johnson. I am not talking about the consumer. I am talking 
about coming up with some kind of a program out of this $2 billion. 
After they market their cows through the regular chain, pay them- 
some kina of premium for having done that and let the market price 
take its course. What would be the problem with that kind of piogram' 
that you could foresee? 

Ml. Hoffman. Again, it would depend on how much of a premium 
this was. If it were an equivalent of^2 cents a pound, for example, it 
might not make too much difference. If it were 10 cents a pound it 
probably would make quite a difference. 

Mr. Ebwik. Could I comment on that? I have a number of reports 
of a tendency to keep heifer calves and yearlings. You might nave 
the difficulty of keeping heifer calves and yearlings and getting a' 
premium on the cows and then shifting heiiers through that route 
rather than the feed lot route, sell the cow, get the premium and then 
put the heifer in their place. 

Mr. Johnson. Let me ask you another qusetion, Mr. Erwin, 
relating back to the problems of this financing act. As you pointed 
out in your testimony, theie aie less than 2,000 people able to utilize 
this. 

I talked to a group of bankers in Colorado Springs last week about 
this problem. They say the act is WTitten in such a fashion that they 
can't make the loan. In other words, the act provides that the Govern- 
ment will make the loan only if the local bank will finance it. 

Mr. Erwin. That is correct. It i3 under a "credit elsewhere 
provision." 

Mr. Johnson. If a local bank can finance then the Government 
won't. It is going in a circle. If the man qualifies for an FHA loan the 
local banker will carry it. Is there any way we can modify that act so 
that these guys could qualify for a loan in such a way the local banker 
could go ahead and carry him and make these guarantees in such a 
w^ as to be helpful? 

It is self-defeating is the problem with the dam thing. The other 

Eroblem is that the FHA people seem to be overwhelmed with other 
usiness. I keep hearing good reports about the people working in 
the FHA out in our tenitory, but at the same time, they are busy 
with the Kural Development Act loans and other things that are 
coming along. They are just working long hours. 

Is it a question of whether or not we nave enough people in these 
FHA offices to handle some of the business quickly? 

Mr. EawiN. One of the reasons the demand for these loans has been 
lower is the criteria which include the basis of not being able to get 
credit elsewhere and also, the provision for evidence that this loan' 
can be paid in full makes it a rather narrow criteria. 

Traditionally, Farmers Home is operated in that area, taking those 
borrowers who could not get credit through the regular lendir^ 
agencies and financing them. We have an excellent record in farm 
operating loans. 
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I think the intent of this legislation in tliJB situation in tho cattle 
and livestock industry was to reach into that same area. It hu 
reached in with these modifications that can reach in considerably 
more than it has. 

Mr. Johnson. Do you think this is enough to start expanding tho 
numbers of people? 

Mr. £rwin. 1 think this would substantially increase the number 
of people participating in this type of loan. 

Mr. Johnson. How many additional people do you think would be 
eligible under these provisions? 

Mr. Erwin. I don't know that I can give you a verj' reliable esti- 
mate. That is one of the problems we are confronted with. We res^ 
don't ever know the loan demand. 

Mr. Johnson. It is tremendous. You don't have to worry about the 
demand if they can qualify for it because good operators, people who 
have been able to make a good living for years, are now at the point 
whore thoir coUaLera! won't cover the amount of the loan, so you 
can't make the loan and the local bank can't make the loan. Good 
operators are going broke. They are really in trouble. This hug gcme 
on for a year. 

What are we going to do about it besides let them go broke? We 
are going to have to change the req^uircments in the terms of that act. 
I don't see this is going to address itself to the real problem. 

Mr. Erwin. I would respond here, having been a cattle feeder all 
my life and having been through three different cattle cycles, that whai 
the numbers peaLK out there is a very difficult period in the cattJe 
industry. 

This was an attempt by Congress, which passed the legislation, to 
alleviate that in part. We feel that our suggested changes will add to 
its abilitjr to help. But, when you have the cattle industry in this 
difficult situation there is a stressful period where there are just too 
many cattle. 

As I say, this is the third one I have been through being identafied 
with the cattle business. Whatever we do, we atiJI have a stressful 
period as we go tlirough the peaking out of numbers and the reduction. 

Mr. Johnson. You are telling us tliere is not much that can be 
done except let them go broke? 

Mr. EawiN. I would like to do everything we can to be helpful and 
supportive, but what I am sayii^ is there are times that are simply 
more stressful than others, and we are in one of those times. 

Whatever we do, there is still going to be a level of stress until these 
numbers are worked out. 

Mr. Elliott. We believe the line of credit that is being recom- 
mended will help considerably in managing financing thn>ugh the 
banks. If an individual has to rearrange his financing, we think this 
would be most helpful. 

You asked a tough question. The inventory is up and it has got to 
come down. 

Mr. JoHxsoN. Values are down where they can't give you 100 
percent collateral to cover the loan and you can't make the loan 
otherwise under the present law. Then you want to change it. 

Mr. Elliott. I didn't make the law, but if security is required 
under tliis law that is what 1 have to administer. 

Mr. JoHxsoN. How about reducing the amount of security required 
for the loan? 
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Mr. Ebwin. If I may conunent, I think we get in a difficult poBture 
liere because you are asking ub now, as representatives of the Oovan- 
xnent, if we wajit to get in the posture othMng for loans that axe not 
adequately secured. 

We are in a position where we are required to see that there ia 
adequate security for our loans. If you are considerii^ another type 
•of legislation we would have to evaluate that as we saw ib. 

But, under our cunent circumstances we simply are required to see 
that there is adequate security. 

Mr. PoAGB. You are lequiied by this act we passed last fall. You 
are not lequiied by the basic Farmers Home Admmistration legislation 
to have 100 percent security. In fact, as I have tried to point out, this 
Government is trying to establish two different types of loans for 
farmers. 

The Farm Credit Administration, which is no longer a Government 
agency but was for a long time, and is now privately o\vned, should 
not be t^ing any losses. There are always going to be some in any 
lending institution, but they shouldn't dehberately take any losses. 

But there is no puipose of having the Farmers Home Administra- 
tion if you are goii^ to lend on exactly the same terms as the Chase 
NaUonal Bank lends. We don't need you to make those loans because 
the Chase National Bank will make those loans. 

Wherever there is an operator who has 100-percent security he 
doesn't need you. Nobody needs you to make a 100-percent secured 
loan. They can get them elsewhere. There is no purpose for the Fanners 
Home Administration, unless it is going to take risks that commercial 
enterprises cannot take and that the Agriculture Credit Administra- 
tion should not take. 

Excuse me, Mr. Johnson. I just feel stror^ly on that. 

Mr. Johnson. I think that is a point we finally have to address 
ourselves to in this conmiittee, but it is reaUy not working. It ia not 
up to them to come up with the change. I suppose they are unable to 
take a position on it, I think that is really the crux of the matter. 

Mr. Ekwin. Mr. Chairman, we have here with us Mr. Lucius 
Dickerson, Assistant Administrator, FHA, who deals with these 
programs. He could give you an explanation of the degree to which 
our credit exceeds the regular commercial credit, if that would be 
helpful. 

Mr. Berqland. I think that would serve a useful purpose. 

Mr. Dickerson. The Farmers Home Administration certainly 
recognizes the problem area that has been referred to in relationship 
to security. When we make a loan in the cattle industry, as the one 
we are talkii^ about at the present time, that loan would be made 
upon the market value approach, and on 100-percent basis. 

This would allow the banks then to go ahead and guarantee the 
loan. Banks normally would not look at a loan unless they have a 
security factor of somewhat less than LOO percent. 

In ouier words, if the Farmers Home Administration was to guaran- 
tee $100,000 and the banks are taking 80 percent of this, we are 
guaranteeii^ 100 percent of their particular part of the loan. This 
extends, or makes it possible, for the bank then to go beyond their 
normal lending practices. I think it is well known tnat the lendii^ 
industry normally would like to think in terms of the 60-percent 
factor. 
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■The Farm Credit Administration has authority to go to 85 percent 
of the appraised value in making a loan, whereas, wo will ^o fo 100 
percent. This principle in itself, plus the fact that we will he in a 
secondary position in many of the situations, makes it possible for 
the banks to go along with the total picture of getting extended 
beyond what their laws will let them extend, 

I think this is the main part that the Farmers Home Administration 
is playing in this kind of a loan, extending the credit beyond which 
banks cannot go under their regulations. 

Mr. Berqland. If I may interject at that point, there is a ranching 
family in the district I represent who run their cattle for the most 
part on leased land. They are technically bankrupt because the value 
of their livestock has dropped so sharply. 

They are being financed by a private credit agency. They have 
applied for this loan guarantee and were turned down by the private 
agency and by the local authorities of the Farmers Home because 
tbey did not have adequate paper value to cover the collateral to 
secure the loan. 

The private lender has advised them to sell out. I think they can 
make it. They are good operators. They know what they are doing 
but they are caught in a vise. So we find the program is unable to 
accommodate what I think is a very legitimate purpose, if you work 
on the assumption the cattle prices have bottomed out and that in a 
year, or two or three they will be up at levels to offer adequate security. 

But, as you interpret the law, you could not, under a case of that 
sort, pat cipiate in an insured loan? 

Mr. DicKBRsoN. This is right, because the law says the loan must 
be fully secured and when the law is stated that way then we have no 
right to administer it otherwise. 

Mr. FiTHiAN. I recognize the Secretary is one of my constituents, 
I take some pride in that and w^elcome you here this morning because 
I think what vou are su^esting is a positive step. 

Not only that, but he lives in the same apartment building I do. 
He may lock me out if I don't say that. 

I am curious as I hear this discussion, What we are proposing here, 
as Chairman Poage said, is OK, but we are not getting to the basic 
problem. What I would like from you or any of your assistants is some 
commentary on what we might do, even though it is not in your 
proposed change. Perhaps there are other changes you are thinking 
about and those of us on this committee would like very much to 
try to work at helping the cattleman over the rough spots. We are 
going to bottom out here someplace. 

Wnat I would like is if you would go on beyond what you are 
proposing and suggest ways you might get out of the problem that 
Mr. Johnson and Mr. Poage have raised here. Are we in a position to 
do that this morning? 

Mr. Erwin, We came here to testify regarding a specific piece fo 
legislation. As I mentioned earlier, we are having some sessions and 
looking at those other possibilities. I think we approached this 
problem of great numbers of cattle with great difficulty because 
proposals to, for instance, buy large quantities of meat and put it in 
storage that has to come out, means that if we purchase the meat 
and stimulate increased production now then that production comes 
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on the market at the same time the meat comes out of storage. It is s 
very complex area. 

As far as any further suggestions at this time, as I say, we came 
prepared to testify on the specific legislation. 

Mr. FiTHiAN. Is it your view that even this minimal tentative 
step would make a positive step toward the direction of solving tha 
problem? 

Mr. Erwin. I think our recommendations would be positive steps 
in this direction. Whether they are adequate steps to achieve the 
things you are concerned about, and Chairman Poage has mentioned, 
I think these are evaluations that each has to make on his own. 

We recognize we do have this difficult period of large numbers and 
we recognize each step we take could, to a degree, be counterproductive 
in the aggregate to encourage more production. 

I think each individual draws his own line as to where you balance 
these out. 

Mr. FiTHiAN. I am not a long-time experienced legislator as some 
of these gentlemen are, I am curious to know what the whole intent 
is here. I get the impression from some of my freshmen colleagues 
that we can go back with so many amendments on the farm legislation 
before someone around here is going to get the impression that 
USDA and the Agriculture Committee can't get it all together and. 
ask for it all at one time. 

We are making a very tentative step here if we accept your amend- 
ment. Maybe it is time we ought to take that step and come back 
with some additional steps. When do you project coming back with 
something that is a little more substantive? 

Mr. Ekwin. In this particular case we were asked to testify on. 
recommendations that were forwarded to us. 

Mr. FiTHiAN. I understand that. 

Mr, Erwin. We will be responsive, of course, to any request fromr. 
the Congress. Obviously we are examining the livestock problem. 
I would be frank to say that at this point we have not arrived at 
the panacea for this problem. It is sufficiently complex. I can't tell 
you today at what time we can evolve a solution to this situation. 

I think there is no panacea. There is no painless solution to the- 
kind of problem we have today of tremendously large cattle numbers. 
It simply is a difficult period we have to go through. 

Mr. Madigan. Mr, Erwin, how manj employees do you have in- 
Rural Development? 

Mr. Erwin. That would depend on vour definition of what is. 
Rural Development. If you consider that all of the activities of the- 
Department of Agriculture are Rural Development, then it would' 
approach 80,000. 

If you talk about those sections of the Department of Agriculture 
that come under the Assistant Secretary for Rural Development,, 
it is something over 7,300. 

Mr. Madigan. How many of those are in Washington, of the- 
7,000? 

Mr. Erwin. Thiti is a rough estimate — 900 in all three agencies. 

Mr. Madigan. Some time ago I read about a problem that was- 
comparable to a problem we were having with oil. It related to the 
United States-Canadian border where, as I am sure you know, for- 
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purposes of pure lo^Ucs oil might move across the border from 
Canada into tiie United States, and from the Umted States into 
Canada because the place it was being delivered to was closer to the 

terminal in the United States than to a Canadian terminal. 

The spin off of that, which was interestii^ to me, was that I read 
where the Canadians were continuing to export a considerable amount 
of meat into the United States but were not allowing any further 
exports of American beef into Canada. 

Are you aware of that and has the Department of Agriculture 
taken any interest in that? 

Mr. Erwin. Yes, it has. 

Mr. Madigan. What are the results of your going into that? 

Mr. Eewin. The last report I had — That lias not come under my 
jurisdiction — ^is that we were at a stand off. We were holding the line 
with them and they were holding the line with us. 

Mr. Madigan. What does that mean, there is no Canadian beef 
coming in tnd no American beef coming out? 

Mr. Ebwik. At this point there is a quota each way. 

Mr, Madigan, Does the quota favor one country over the other? 

Mr. Erwin. As I say, the last information I had is that it was juist 
a stand off. 

Mr. Madigan. During this time of depressed cattle prices do you, 
of your own knowledge, know whether or not meat imports in the 
United States have increased, stayed the same, decreased or exactly 
what has happened? 

Mr. Ebwin. We can give you a statistical answer to that. 

Mr. Hoffman. What period of time are we talking about? 

!vlr. Madigan. During the period of time we were experiencing 
depressed cattle prices, say, the last 12 months. 

Mr. Hoffman. In 1974, beef imports dropped somewhere in the 
neighborhood of 20 percent from 1973's level. We imported about 1.6 
miUion pounds in 1974 versus about 2 million pounds in 1973. 

Mr. Madigan, 1 have heard stories about Canadian beef being 
sold in Kansas City and different places where it was represented to be 
American grown beef. Are you satisfied that your Department actually 
can account for or give an honest statistic as to the amount of meat 
imports into this country-? 

Sir, Hoffman, Meat imports are probably one of the best statistics 
we have because of the accounting as it comes across the border with 
customs. 

Mr. Madigan. Mr. Erwin, has any thought been given — and 
parenthetically let me say that I know, and I know that you know 
supermarket chains can do anything they want to with prices in the 
sense of using items as price leaders. 

Has there been any activity on the Department of Agriculture's 
part to talk to the biggest retail operations m an attempt to jawbone 
them into using more meat products as price leaders during this 
period of depressed cattle prices? 

Mr. Erwin. That doesn't come under my direct jurisdiction but 
I am aware of activities in this area and, as you know, the Secretary 
has a Special Assistant for Conusmer Affairs Uiat has received a good 
deal of recognition in the area of encouraging consumption. 

Mrl Madigan. Do you think that has been done and it has been 
productive? 
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Mr. Erwin, I think it has been done and I think it has beea produc- 
tive to a degree. 

Mr. Madigan- One last question, which is not directly related but 
I thiak contributes to the overall problem. I am sure that in your 
position you are aware of the contmually new environmental regula- 
tiorus that are being imposed on people, particularly cattle feeders. 

Mr. Train was before this committee a year ago. I discussed that 
■with him at length and told him that I objected to those things be- 
■cause I thought the requirements that were being imposed were 
:ahead of the technology that was available, and that I thought 
there was some responsibility on the part of the EPA to do techno- 
logical research and development to be able to say, "This is what you 
have to do now and there is a way to do it and we can show you that 
way." 

Hjq reply to me was that they did not have the funds for that, that 
the funds for that kind of research were in your department. I would 
like to ask you if that is true? Do you have funds for that kind of 
thing and are you actively engaged in that kind of work? 

Mr. Ehwin. The Agricultural Research Service has some funds. 
Again, this is not my particular area of endeavor, I know there is 
some of this work gomg on. 
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Mr. Madigan. I would have one final question, I got this from 
television. I don't know whether it whs the Faimefs .Union or the 
NFO. Somebody decided the slaughtering of young cattle 'that thej' 
would offer for sale through co-ops meet the substantially, reduced 
prices. 

The program I watched on television showed cars lined up for 
miles at 8 o'clock in the morning coming to hxiy this stuff. I wonder if 
the Department has considered actively engaging in the promotion of 
that kind of thing to try to help us through this period of time. 

Mr. Ehwin. The Department, of course, is working with co-ops- 
and has encouraged conaps. We, as a Department, are verj" much 
concerned with expediting and assisting in the marketing of meat- 

Again, I woidd like to submit for the record any particular ac- 
tivities in this area. 

Mr. Madigan. Let me go back to the other thing for just a minute. 
Are you satisfied with the funding available to your agency for 
research money on improved environmental technology? 

Mr. Erwin. You are referring to the Department in general? 

Mr. Madigan. That is right. 

Mr. Erwin. We think that the funds available in the Department 
for pollution research, education, abatement, and control programs are- 
substantial and indicate a wide range of activities in these areas. My 
specific information in that area is limited. 

Mr. Madigan. Thank you. 

Mr, Bebgland. Thank you very much. 

Mr. Sebelius. I would like to ask Mr. Erwin or Mr. Elliott a 
question. Do we have an instance where a bank examiner told a 
banker, who made one of these loans that was guaranteed at 80 
percent, that it is not enough? 

Mr, Elliott. We don't have any knowledge of the situation. 

Mr. SEBELius.lt has not been brought to your attention that a bank 
turned down one of these pieces of paper at 80 percent? 

Mr. Elliott, No sir. 

Mr. Sebelius. Say, this goes to 90 percent. That should make it a 
better situation as far as bank papers is concerned, shouldn't it? 

Mr. Elliott. From the banker's viewpoint, yes. 

Mr. Sebelius. It would appear then if we are going to approach it 
through this bill or an amendment to this bill, we would have to 
change the adjectives and perhaps make it a little more vague so 
that you could get out into the area without trying to find 100 per- 
cent collateral. 

I am not askii^; the administration position, but that is what we 
would have to do to step into the area Mr. Johnson was talking about. 

Mr. Elliott. As I understand the line of discussion, the problem of 
security as currently required in the law is one that requires us to take 
a fairly stern look witli the bank to insure that the loan is secured 
and can be repaid. 

I leave it, sir, to the judgment of the committee as to how you 
would address the need. 

Mr. Sebelius. Assuming we put in such items that could be con- 
sidered assets; the man's past performance, the blue sky of a going 
business as far as the farmer is concerned. Are you in a position to scy 
what the admimstration's reaction would be to that? We are going: 
below the 100 percent is what 1 am talking about. 
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Mr, Elliott. The Farmers Home, as Mr, Poage has brought out 
■several Umes, has "bet on the cone" m all of its programs over the 
years. We do lend to the high risk portion of the population. We do 
"blue sky" it as to whether this person looks like he can make it. 

As you know, the county committees and the county supervisor, 
working \\"ith the farmer, make that judgment in making farm owner- 
ship loans, farm operating loans to younger people — high risk credit — 
and we do bet on the borrower and have through the history of 
Fanners Home. 

To ilhistrafe the success of that bet, the fact that FHA have put 
■out over $27 billions of its history in loans and grants, the write off of 
principal and interest has been, in a low order of m^nitude of 1.6 per- 
cent for the entire portfolio. 

So I have to leave it to the Congress' judgment as to what you 
consider "blue skj'." 

Mr. Sebblius. 1 know many of the risks you took in the past 12 
3'ears and the very wonderful results that come out of a lot of them. 
We are going to have to change the language and definitions. 

What 1 am really worried about is whether or not the bank ex- 
aminers then could balance them if we put too much blue sky in it on a 
■90-percent guaranteed loan, 

Mr, Elliott, 1 guess we just have to say we made guaranteed farm 
ownership and guaranteed farm operating loans with banks. To my 
knowledge the bank examiners have yet to question the validity of 
those loans in those areas. 

Mr. Sebelius, Very good, I just have one comment because we have 
Mr. Hoffman here. I have an analysis prepared by a technical man out 
in Kansas. 1 would like to read you just a httle quote from it because 
you are giving statistics. 

"It is an analysis of the industry that shows that outlook is indeed 
favorable and that actually we are on the brink of a beef shortage for 
the rest of the year. 

t "It also indicates that part of our problem is a concept of gloom 
emanating from the USDA forecasters and that stifling this source of 
negativism immediately would help the cattle industry and, in the 
long run, the consumer." 

What he is saying is if the USDA weren't so gloomy and negative 
all the time the market would probably pick up because of this 
situation. 

You don't need to comment this time. 

He points up one thing that is taking place in the market today. 
He is talking about the fact that fed cattle will probably cost $10 
more a hundredweight to produce than the market. 

He says we have failed to anticipate that there was another market 
for heavy feeders at $10 under the fat cattle price. It did not take the 
packers and chain stores long to learn that the public was less dis- 
criminating about meat quality than we had thought. 

There are big profits in bu\Tng heavy yearlings that have never 
seen a feed lot at 30 cents under fed cattle prices and merchandising 
the meat at a 10-percent discount. 

We need to understand that the increase in nonfed slaughter oc- 
curred not because of the shortage of fed beef but was pursued ag- 
gressively because it was an enormous profit opportunity for those 
shrewd enough to take advantage of it. Would you care to comment 
on that? 
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Mr. Hoffman. The profit opportunity there is not for the man that 
ia selling a erass-fed animal. I might add that we see a lot of lean beef 
on the market today that has not seen a feed lot. It is cheaper than 

frain fed beef but it Is not cheaper because it is cheaper to produce. 
t is cheaper because we have an abundant supply of these animals 
being forced off because of the lack of feed supplies, and the difference 
between grass fed beef and grain fed beef is being paid by the man that 
sells that animal. 

As tar as the comment about the beef shortage, I recall back in 
1973 we also had a "beef shortage" and it was a shortt^e of beef at 
retail versus the shortage of beef on the hoof. There is quite a difference 
there. 

We did not have a shortage of cattle in 1973 that didn't come to 
market. The result was a very strong increase in the prices all the 
way across the board. Those cattle were still on the hoof and all thosfr 
animals we didn't kill in 1973 were carried forward and inventoried ia 
1974. 

We still haven't killed all those cattle yet, we are still carrying some 
forward. There exists a possibility — I think it is a, remote possibility — 
that there does, nevertheless, exist a set of conditions where we will 
have— I wouldn't term it shortages of beef, but — smaller supplies for 
the summer. 

This could come about under the most favorable conditions we 
could possibly have as far as growing conditions and feed grain condi- 
tions, a big feed grain harvest and low-feed prices, in which case we 
would have a stronger fed cattle market, prices would increase; it 
would be a temporary situation because we wouldn't get the nonfed 
animals being forced into the market. They would have feed to hold 
them. 

We do not have enough cattle in our feed lots to back up our' 
supplies of nonfed beef so we could have a temporary reduction in 
total slaughter. 

If you are talking in terms of shortages, the crisis would respond 
enough to a point where we would, at a period of about 6 months^ 
down the road, find ourselves with these cattle still on the hoof yet.. 
They would depress prices later on. 

Mr, Sebelius. Thank you. I know that is a little off our line, but 
we have the gentleman here. 1 am going to ask the man who furnished 
me, who is a technician and expert, 3 he could submit to me as a 
confidential report and I am going to ask him if I could submit it to 
the USDA for comment to look it over and evaluate it for us. 

Thank you on that, 

Mr. Chairman, I have one more thought here. It would appear, 
in talking of averages, you get this $250,000 limit. We don't know 
what the needs are over $250,000, do you? 

Mr. Erwin. In my testimony I outlined the average size of loarif 
which would indicate thev were somewhere around half of that. This 
would lead us to believe tnis was an adequate limit if we are to service 
fanuly type farms and ranges. 

Mr. Sebeliub. We have had an awful lot of inflation since We 
established the $250,000. It would appear to me maybe $500,000 is 
necessary. 

Thank you, Mr. Chairman. 

Mr. BeegLaJid. "Thank yOii vety much. 
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1 have a few q^uestions of a rather technical nature, then I mil 
yield to Mr. Harkm. 

In your testimony you support an amendment that would permit 
the Federal Financing Bank to participate in the program as a holder 
of the guaranteed portion of such loans. As I read that you are sug- 
gesting we create secondary market, which I think makes good sense. 

To what extent would the creation of a secondary mortgage market 
increase participation or the ability to lenders of credit to participate 
m this? 

Mr. Elliott. This is only judgmatical, not a technical answer. 
The banking community has said that if we could make a secondary* 
market or have one of last resort for them that it would greatly en- 
hance their willingness and their ability to make loans under the 
guarantee program. 

I can only take that from a judgment viewpoint. I believe that 
to be so in the guaranteed programs, if you don't have a commercial 
secondary market available, ftiere needs to be one of last resort. 

If the commercial institutions would make the secondary market, 
which apparently they are not too willing to do in many cases, then 
this is one that is available. We would raanaee the market through 
the Farmers Home Administrfttion using the Federa,l Financing' 
Bank as a means for FHA to go into the open market to replenish 
our funds. 

Mr. Beegland. It would improve their cash flow position? 

Mr. Elliott. Yes, sir, it would. 

Mr. Berqland. You support an amendment to extend the repay- 
ment period to 7 years. Would you agree to an amendment that would 
allow some additional time on top of the 7? I understand the' 
Senate committee has recommended a spht of 5 and 5, 

Mr. Erwin. We had some reservation about going to 10 years- 
because of the cyclical nature of the cattle industry and the end of 
the 10-year period would be- about the' period when you would expect 
the numbers to be up. 

Also, the 7-year period would cover the average productive life 
approximately of a cow in a herd. We would like to think in terms 
that over the 7-year period the borrower would be on his feet. 

Mr. Bbrgland. As you would apply such a change, would this* 
require that in the instance of, say, a $70,000 loan guarantee that the 
borrower would be obliged to pay off that loan in seven equal install- 
rae'nts pMs interest, or would there be flexibility so they could defer 
the payments until they were better able to meet those obl^ations?' 

Mr. Erwin. Our suggestion was the Secretary' allow flexibility in 
making this determination as we dealt with each borrower. 

Mr. Bergland. So, if the borrower was unable to make the princi- 
pal payments in the first year or two it would not necessarily be in a 
delinquent status. He could negotiate. 

Mr. Erwin. Yes, sir. 

Mr, Bergland. You suggested the concept of a line of credit to' 
a borrower' is acceptable in principle. I assume by this we would' 
elimjoate a problem that has occurred where a cattle feeder has 
borrowed up to the $250,000 to finance that operation in 1 year 
paid it off. 
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Because they had gone up to the legal limit you are not able to go 
back with another lojin. 

Mr. Eruin. That is coiroct. 

Mr. Bergland, This would allow the producer to maintain up 
to $250,000 in a continuing line of credit. 

Mr, Erwin, That is correct. 

Mr. Behgland. I think this is an interesting recommendation. 

yiy last question is in the instance of a cattle producer who may 
not have equity in a cattle enterprise, let's assume for a moment 
that the cattle had been financed by the locaJ bank and the land has 
been financed by another institution. The operator has no equity in 
the cattle because the paper value oi the inventory is down to the 
point where on that aspect of the enterprise he is technically bankrupt, 
but there is equity in the land. 

Can you accommodate such a prospective borrower as that? 

Mr. Erwin. We take a total evaluation of his ability to repay the 
loan. If, in the evaluation, he is capable of repaying the loan then we 
can make the loan, 

Mr. Behgland. The loan is being made only in the cattle portion 
of the enterprise. It says in the law, "shall be security adequate to 
protect the interests of the Government as determined by the 
Secretary'." 

In a case where thereis land equity would j^ou determine the Govern- 
ment's interest has been protected? 

Mr. Erwin. I think I had better ask the man who would be making 
that determination. 

Mr. DiCKERSON. That is entirely possible that we could make 
this type of security in order to make the man whole again. 

Mr. Bergland, You can't take his total financial statement into 
account, considering this? 

Mr. DicKEHsox. Yes, sir, we do. 

Mr. Bbrglaxd. Thank you very much. 

Mr. Harkin 

Mr. Harkin. Thank 3'ou, Mr. Chairman, 

First of all, I am happy to hear the philosophy of Farmers Home 
is still to take the high risks. I join with Chamnan Poage and hope 
that philosophy trickles donTi to the State and county supervisors. 

I have had a lot of comments from farmers questioning that Farmers 
Home goes through all that paper work and then they go to the bank 
and go through the same thing. I would like to ask a couple of questions 
on a specific topic that I think is or could be involved. 

It deals with recent packing plant closings. Mr. Hightower and 
myself have a unique situation. I had three plants in my district 
close down. One of them started back up but we still have two closed. 

There are a lot of farmers holding bad checks from American Beef. 
I know in my area there are some farmers who got burned on the calf 
situation. There was a drought last year. Then they took a lot of 
cattle to American Beef in the fall and winter. Now they are holding 
bad checks. Some of them are over $100,000. They are having a hard 
time getting going. 

I am just wondering if there is anything you think you could do 
in this emergency livstock credit program to assist those people 
who are holding these bad checks. They can't get credit on that at 
the bank. I am wondering if you have thought anything about that. 
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Mr. Erwin. We have thought about it but the same security 
considerations come to bear there as would under any other circum- 
stances. It is a very difficult situation. We are concerned about the 
sequence you just outhned but, because we have the security require- 
ments that we have, we can't see any way that we could use this act 
to be helpful individually to them, unless their security base is sufficient 
that they can qualify under the act. 

Mr, Harkin. Then we ^ot back in that same old circle ^ain. We 
are trying to break that cu-cle, especially in this case because it is a 
very short-term thing. American Beef claimed thej' are going to 
pay those people back. They filed under chapter 11. They said they 
are going to pay those people back, but maybe in another }'ear or two. 

That 13 not going to help once they are out of business. I am just 
wondering if j'ou have given any consideration to Farmers Home 
being segregated on these checks. In other words, using that as some 
kind of collateral and let American Beef pay you people back. Have 
you given that consideration? 

Mr. Erwin. That suggestion has been made and discussed with 
our Office of General Counsel. We have a representative here of the 
General Counsel. 

Mr. Fowler. Mr. Harkin, I believe we are drafting a bill. On the 
existing law the Farmei^ Home Administration has to operate under 
currently, there is no basis for the kind of loan you are talking abouli 
because of the adequate security requirement. 

Mr. Harkin. Is there anything we can do under this act in terms 
of amendment which might be a lot easier or more expeditious? 1 
know we are working with you on this. 

Mr. FowLEH. The net effect would Jiave to be the same. There 
would have to be some legislative change. The principles you gave 
us to work with are fairly hmited. I think it would be a matter of 
Congress' choice on how you would want to go about it. 

Mr. Harkin, It could be evolved in this program perhaps. That is 
what I am asking. 

Mr. Fowler. I would say it is possible if 3'ou want to do it that way. 

Mr. Harkin. Do you see any problems on the segregation aspect 
using those checks as some kind of collateral? 

Mr. Fowler. There are a number of problems related to that. 
First of all, of course, is the nature of the security itself and whether 
it is security. Secondly, the legal difficulties of pursuing the rights 
obtained and how it might be done. It could have an impact on the 
Department of Justice I am not sure of what all the ramifications 
might be but those are some that come to mind. 

Mr. Harkijj. Thank you. 

Mr. Bergland. Gentlemen, I have a proposal which would allow 
the Secretary to use the Agricultural Credit Insurance Funds for 
administrative purposes. 

Your administrative expenses are allowed only by the extent to 
which you have budgeteti items in your regular operation budget. 
Would you comment on such a recommendation as that? 

Mr. Elliott. Under our regular disaster programs — we seem to 
have had several disasters this year all over the country — we are 
able to use the Agricultural Credit Insurance Fund to hire "temporary 

Eeople and pay for their salaries, travel and expenses outside of our 
ucigeted salary and expenses. 
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m tne or^ns of this particular piece of legislation that we are 
presently administering that provision, was not inclirded. We were 
then required to take it out of our normal salary and expense budget 
as opposed to having the same opportunity that we have in our other 
- emergenCT programs. 

What I am saying is because you can never plan for emergencies, 
the Congress has already seen to it in our other emercency legislation. 
In this particular Emergency Livestock legislation "the issue was not 
addressed, therefore, we had to take it out of our already stringent 
alary and expense budget. 

Mr. Bebgland. If such an amendment was added to this act it 
would conform the program to the kinds of things you have in the 
other titles under the Farmers Home? 

Mr, Elliott, That is correct, sir, 

Mr. Bbhgland. Mr. Bedell. 

Mr. Bedell. While you are here, roughly a month ago we had a 
hearing in regard to the Emergency Iiivestock Disaster Loans, as 
you are well aware. I have been in contact with your office — ^^I was 
going to say daily, but that may be an understatement. 

We have been assured daily that we were going to get a ruling 
from your Denartment which would enable these loans to be made 
on a 20-year ba^s, where required. I am here to ask you — Time is 
going on. It has been a month now. They have been declared disaster 
areas. The farmer has only 60 days to apply. 

Can vou tell me anything more about where we stand on tlus? 

Mr. {"owLER. Mr. Bedell, I am not entirely clear about the question. 
I think they are asking me to answer it. The particular act we are 
deahag with at the present time allowed the 2-year loan -with ,an 
extension of 3 years, tne bill we are here considering. 

1 trake it you are asking the question on other legislation. 

Mr. Beoell, Maybe Mr. Bergland should be asking it. He was 
over ind talked to some of your people and he came to me with what 
I thought he felt was absolute assurance that this was going to be 
done right away. 

I informed my people it was going to be done Mid it hasn't been 
done. We even get some questions now as to whether it is going to be 
done. 

Mr. Beroland. It I may interrupt at this point, the proposition 
to which Mr. Bedell is asking questions deals with the Emei^ency 
Loan Pix)gram that operates in this country' and elsewhere. 

The current law limits the loans to 7 years with a 5-year extension. 
He was recommending the loan authority be extended to 20 years 
under the Emei^ency authority. The c|uestion .arises from the Arctic 
storm that hit parts of the West in -which many thousands of head of 
patlle were either destroyed or badly damaged. 

They have a very acute crisis on their hands. 

Mr. Erwin. I think specifically, he is referring to the problem of 
going as h^b as 20 years in the case where there was damage to the 
physical property of the farm; the fence, the building and so on. 
, I think at the time we had our session I indicated we saw, an area 
where we tho^ht that was possible, and that the question-was bein* 

■ submitted to General Counsel. The reason I referred it to the C 

■ Counsel is I am not sure we had a final decision pn that. 

Mr. Fowler. Mr. Erwin, I think we have not. 
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However, Mr. Ch^rmwi, the problem we aM dueling with here in 
lhe ConsoIiJdated Farm and Rural development Act, in section 324, 
the. language in that section requires that the loans be made for a tena 
not later than provided for loans for similar purposes under subtitles 
AandB. _ 

Under subtitle A, where a farm ownership type loan is being con- 
sidered, there is a possilwlity of a 40-year loan term. However, under 
subtitle B, where we are dealing with operating type loans, the period 
-is limited to — if I recall correctly^? years plus 5, tor a total of 13 years. 

So, the purpose for which the loan is made effects Farmera Home's 
ability as to the term of that loan. And the section we are having the 
difficulty with is section 324 of the Rural Development Act. 

Mr. Bedell. The problem we have is a time problem. The problem 
I have is at least on two separate occasions we have received what I 

Erei^iinied was authoritative infonnation saying if indeed the farmer 
ad suffered any loss of any kind to any of his physical property you 
are then g^>ing to send a directive which would authorize these loans 
to be made for 20 years. 

Twice we had this information which I thought was under sufficient 
authority that I even communicated it to my people. I talked to Mr. 
I-ee over there, I think it was yesterday. I know I talked to him 
yesterday, and he told me at that time that the legal department 
"wasn't even workir^ on this now because they were woridng on 
He^slation. 

I must say I am pretty disturbed that we have wasted 30 days of 
the 60 days that we have to do it, M}' question to you is how do we 
get a yes or no answer instead of getting yea answers and answers 
that say we have told you yea but we don't know if that is right or 
mot. At least that is the impression I get of what is happening here. 

I see no alternative unless we can get an immediate answer that 
■we can depend upon. We get answers but then we get something 
back. How do we get an immediate answer, because I am not anxious 
to puah legislation through if it doesn't have to be pushed throu^, 
but it loote to me all I am getting is the stall from you people? 

Mr. Fowler. We have in the office a rather lengthy instruction 
which we have been asked to review to make some changes. This 
-question came up late io that review and has now been looked at 
"by one of the attorneys to see if there is any way to read the legislative 
history to allow a 20-year loan period for this operating type loan. 

Our present opinion is there is not. If the loan purpose is for a 
farm ownership type operation then the loan pGriod may go up to 
40 years under subtitle A. If we are dealing with an operating type 
purpose such as livestock, under subtitle B the loan term is luuited 
to the 7 years plus 5, or a totpl of 13. 

That is the present opinion. We are looking to see if there is any . 
possibility 

Mr. Bedell. Are you not somewhat 'shocked by this gtfttMnentj 
Mr. Chairman? 

Mr. Behgland. When I was over and talked with the Secratairy. 
Mr. EUiott and others, the matter was under diBoussion. I was lea 
to understand that these kinds of changes were probable and possiWe. 

It was my impression they were imminent. However, tbey have 
encountered a technical problem in the law that was not antieipatod^ 
at the time. These things do arise from time to time and dis^ppe^nt^ 
all of us, obviously. 



•yGoogIc 



24 

But, the law is the law and none of us would ask them to break it- 
Mr. Elliott, Mr, Chairman, if there is any misiindefslanding, I 
stand responsible for it, not Mr, I.ee, not the attompy. From Ad- 
ministrator of the Farmers Home you are entitled, and should have, 
a correct and legal answer to your question as rapidly as we can get 
it. But I stand responsible for any niisunderstandmg. 

Mr. Madigan. I just wonder, not as a point of order, but as an 
inquiry, if we are going to reprimand Mr. Bedell for talking about 
something else as you did me, because if you are not, I want to talk 
some more about cattle. 

Mr. Bbrgland. If the gentleman will yield back, Mr. Bedell's 
comments were relevant to the topic at hand, although not uecessEvrily 
germane to the bill. 

This'time 1 yield to Mr. Madigan. 

Mr. Madigan, I just want to make a point to the Secretarj'. This 
is an Associated Press tear sheet for yesterday. At 3:25 yesterdaj' 
afternoon they had a story on the Associated Press wire service and 
the president of the American Cattlemen's Association going to 
Canada and asking the Prime Minister of Canada for hi:^ assistance 
for some relief on this export-import question between Canada and 
the United States. 

I don't think it speaks very well for the USDA when the President 
of our Cattlemen's Association is going to Canada asking for relief 
in that area. I think it is very relevant to what we are talking about 
here because we are talking about the ability of the American cattle- 
man to stay in business. 

I have nothing further at this time. 

Mr. Bergland. Thank you very much, Mr. Madigan. 

Mr. English. 

Mr. English. Thank you, Mr. Madigan for getting into the ques- 
tion. I would like to ask the gentleman how many countries at the 
present time have an embai^o on imported beef? 

Mr; HoFPMAx. Most of the countries have an embargo that import 
any quantities of beef. The EEC, Canada and Japan. 

Mr. English. All have embargoes? 

Mr. Hoffman. More or less, 

Mr. English, How many have quotas or a quota sj'stem where 
they allow some meat to come in? 

Mr. Hoffman. As I understand it, we have a quota system with 
the Canadians — a reciprocal system. With the Japanese it is a very 
limited quota that is being worked out at the present time. They are 
are willing to import certain kinds of beef from us — prime hotel and 
industry beef. 

Mr. English. Canada is the only one that allows, an}^ amount to 
speak of? 

Mr. Hoffman. Most of the beef we are talking about are live 
animals, on the hoof. 

Mr. English. Of their beef consumption, what percentage would 
that be? 

Mr, Hoffman. Of the numbers we send to Canada? 

Mr. English. Eight. 

Mr. Hoffman. I can't recall the numbers right offhand. It is not 
a very large number, considering our supply. It is a significant number 
to them. 
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Mr. English. And ours is up in the neighborhood of seven percent. 

Mr, Hoffman. Imports? 

Mr. English. A possibility we could go that high. It could go into 
the neighborhood of 7 percent of our total consumption of beef that 
could be imported beef. 

Mr, Hoffman, I believe that is very close. 

Mr. English. Under the circumstances, it would appear this country 
is importing more beef than any other country in the world; is that 
correct? 

Mr, Hoffman. I am not familiar with the other countries and their 
level of imports. 

Mr. English. If they have embargoes, obviously they are not im- 
porting beef; is that correct? And you say Canada has a very small 
amount compared to ours. I would assume that leaves us in the posi- 
tion of importing more than anybody else in the world, so you could 
say the United States, particularly if the price starts going up or 
recovering at all, could become quite a dumping ground as fax as 
excess beef around the world in concerned. 

Mr. Hoffman. In the absence of any restrictions. The State Depart- 
ment is now negotiating with exporting countries to restrict the flow 
of beef in this country. 

Mr. English. As far as total consumption or just doing it on a 
country by coimtry basis? 

Mr. Hoff-man. A country by country basis — -the total. They are 
negotiating a level of 1,150 million pounds I beheve. 

Mr. English. Coming into this country? 

Mr. Hoffman. Yes. 

Mr, English. Is it fair to say then the State Department does look 
at it more from a foreign policy standpoint and not from the stand- 
point of the Ameiican cattleman? 

Mr. Hoffman. They are aware of the situation of the American 
cattleman as well. 

Mr. English. Is the thrust of their concern with foreign policy or 
American agriculture? 

Mr. Erwin. The inputs of the Department of Agriculture are 
concerned with American agriculture. 

Mr. English. In other words, you are making recommendations to 
the Department? 

Mr. Erwin. There are very sensitive negotiations going on right 
now in this area. 

Mr. English. Wliat recommendations? 

Mr. Erwin. In view of the nature of the negotiations going on right 
now I don't tliink it is really appropriate for me to be discussing it. 
I discussed it with the Secretary and Assistant Secretary who are 
working on it tliis morning. 

With their permission, I think it would be better not to discuss it. 

Mr. English, The thing that concerns me about this, frankly, is 
the fact that you make a recommendation to the State Department 
regarding a situation of the American cattlemen, the thrust, it would 
appear simply because of the negotiations themselves from the State 
Department standpoint, would lead one to believe—and I heard this 
expressed b\' a good number of ranchers— they are more concerned 
Tirith the effects of foreign policy than with the effect on American 
cattlemen. 



•yGoogIc 



Ifere we are w?eh the potential, and it may be a fact, of importing 
more beef than any other countr}- iu the worid^ with this kind of 
situatios eidstiiig. I mighj say flocc thwe ie some belief— And, frsiiikiy,, 
I am fflM of them 

Mr, Erwin. I woiiid like to make one comment in general. We find 
ourselves being the representafives of American agricultiine anii an, 
agrieuiture that is very dependent on exports. Whenever we begin to- 
g«* into eh« area of ti ade barrieps we begm to get into a difficult aPea. 

The aggregate interest is to see we have the maximum trade and 
the maxtmoBft opportunrty. 

Mr. English. I understand that. Once you get into a situation. 
"whefe youhave primarily one country in the whole world, the United 
SCates, that doesn't have an embargo on importing beef but can 
import anything, it doesn't look to me like we have got a very good 
tvme battier. It looks like we are getting the short end of the stick. 

If you can see it any other way, I wish you would comment. 

Mr. Erwiw. I think this thing gets involved in the aggregate of 
trade and, obviously, there are certain areas it ia less to our advantagfe 
than others. I think there is a tendency, and I refer to the economist 
here, to emphasize the impact of imports sometimes disproportion- 
ately. 

Iliey are not a major factor in jHroblems of the cattleman today. 

Mr. English. Can you also say under these circumstances then that 
anything that we do to help the cattleman, regardless of whether it is 
a loan or buying beef, isn't it, in effect, diluted by these imports or- 
potential imports? 

Mr. Erwin. There would be some dilution, 

Mr. English. At the American taxpayer's expense possibly. 

Mr. ERwrN, With that addition possibly. 

Mr, English. Thank you. 

Mr. Berqland. Thank you very much, Mr. English. 

Anyone else? 

Mr. Baldds. I am quite interested in the last statement. I want tO' 
see if I can put this together correctly. You said you didn't think the- 
imports were a major factor in the present prices. 

Mr. Erwin. I would like to defer to our economist who can give you 
the specific data. 

Mr. Baldus. Perhaps I can phrase the question a bit more. You said 
it comprised 7 percent of the total consumption. I want to pin it 
down to see if the Department considers 7 percent to be a not signifi- 
cant factor in the pricing. I thought we said the supply was a very 
pertinent factor in pricing. 

It would have a pretty drastic effect if 7 percent were not a signifi- 
cant amount. 

Mr. HoFF.\iAN. It is probably a significant factor in some parts of 
the market more than others. "The type of beef we import is more like 
our own cow beef or nonfed beef, which is the kind of beef we have in 
plentiful supplies now. 

Mr. Baldus, The kind of market that is severely depressed also, 
isn't it? 

Mr. HoFFMAM. Yes, but over the past several years we believe this 
imported beef is more of a complement to our own fed beef supplies.. 
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As we buUt our herds — I shouldn't say we didn't have adequate 
supplies of nonfed or low-grade beef, but' we ' had relatively small 
supplies. 

Mr. Baldus. At the present time we have a more than adequate 
supply of that kind of beefi 

Mr. IfoFFMAJ*. Yes. 

Mr. Erwim. I probably should correct my communication here. In 
discussing this with economists I have found there is a general — at 
least in the ones I discussed it with — feeling that this problem of 
imports is often given a disproportionate emphasis in terms of the 
whole problem. 

I thmk- that would be a better way to express what I was trying to- 
communicate. 

Mr. Baldus. 7 percent factor 

Mr, Ebwin. It could not be called ins%nificant. 

Mr, B'ALDTis. In the kind of pricing circumstances we have it would 
have to be considered a major factor, wouldn't it? Almost any com- 
modity with a 7-pcrcent change in supply would be a major deter- 
minant in pricing in the market. 

Mr. Hoffman. We are talking about a difference of zero and 7 
percent. It would be. If we were talking about a difference of, say, 
restricting imports and a difference of between 5 percent and 7 percent 
it would become less significant. 

Mr. Baldus. We are talking about total market? 

Mr. Hoffman. Yes. 

Mr. Berglanc. Thank you, Mr, Baldus. 

Mr. Sebblitjs. I have a question of Mr. Hoffman, 

Do you. know whether or not there has been an increase in the beef 
imports in January and February? 

Mr. Hoffman. We just got the January information on imports 
in a few days ago. As 1 recall, imports were up in January. 

Mr. Sebelius. Mr, Chairman, 1 would like to thank Mr. Erwin 
and the entire group that came with him, as far as our side of the aisle. 
I think this is the best presentation we have had. I appreciate it and 
want to thank them for coming prepared, much more prepared than 
many who have come before the committee. 

Mr. Bbbgland. I want to join ray colleague from Kansas in com- 
mending you for bringing to us the kind of technical expertise we 
badly need considering these complicated matters. 

Mr. Bedell. 

Mr. Bedell. We were talking about the imports and exports. From 
what countries do we import a major portion of our beef? 

Mr. Hoffman. Most of our beef comes from Auatralia and New 
Zealand. 

Mr. Bedell. Do we export grain to those two countries? 

Mr. Hoffman. Not to my Imowledge. 

Mr. Bedell. Would you agree that probably we need to look at 
our imports and exports according to the countries? Do you think 
it would affect our sales to China whether or not we restncted beef 
imports from Australia, or do you think it would affect our sales of 
wheat to Russia whether or not we restricted our beef imports which 
are coming in from New Zealand? 

Mr. Hoffman, I really wouldn't want to comment on our relation- 
ship between livestock and feed grains, but I think restricting our 
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imports of beef, for example, would severely harm our ability to export 
livestock byproducts, which is a very major market of the livestock 
industry. 

We export a great deal of hides, skins and byproducts in the 
livestock industry. 

Mr. Bedell, 'those are going to Australia and New Zealand? 

Mr. HoFFM.^N. These products would be going other places. 

Mr. Bergland. Thank 3'ou very much, Mr. Bedell. 

Are there any other questions of this distinguished panel? 

(No response.) 

If not, gentlemen, again I want to thank you very much for coming 
in this rooming. It has been most useful, li there is no objection on 
the part of the members of the subcommittee, the record will stand 
open for a few days, during which time we will accept statements 
from other groups who wanted to present their views to the sub- 
committee but did not want to take the time to appear today. 

Mr. Johnson. I don't object to that, of course. I am wondering do 
you and Mr, Poage have any plans to call another meeting to deal 
with this? 

Mr. Bergland. Our plans are to call the joint subcommittees and 
consider amendments to this act and such other matters as are ap- 
propriate as quickly as can be scheduled. We need to consult Chairman 
Foley. We will do it just as quickly as we can find time. Maybe 
tomorrow. 

Thank you very much. The subcommittee will stand adjourned. 

IWhereupon, at 1 1 :45 a.m. the subcommittees adjourned.] 

[The following additional information was submitted to the sub- 
committee:] 

Department op Agriculture, 
Oppicb op the General Counsel, 

WashingUin, D.C., March 14, 1975. 
Hon. W. R. Poage, 
Chairman, Subcommittee on Livestock and Grains, House Committee on Agriculture, 

Washington, D.C. 
Hon. Bob Berqland, 

Chairman, SubcommUtee on Conservation and Credit, House Committee on Agriculture, 
Washington, D.C. 

Dear Mr, Chairmen: Pursuant to your request, we are enclosing draft legis- 
lation to amend the Emergency Livestock Credit Act of 1974. This legialation 
would accomplish the changes in the Act which Assistant Secretary William E^in 
testified on March 13, 1975, the Adminiatratioo could support. 
Sincerely, 

James Michael Kellt, 
Assistant General Counsel. 

Enclosure, 

A BILL To amend tlie Emergency LlTestock Credit Act d( 1ST4 

)J9f it enacted by the Senate and House of Representatives of the United Stales of 
America in Congress assembled. That the Emergency Livestock Credit Act of 1974 
is amended as follows; 

(a) Subsection (b) of section 2 of said Act is amended by striking everything 
following the word "Provided" and inserting in lieu thereof "That the term 
legally organized lending agency' shall be deemed to include the Federal Financing 
Bank only to the extent that such Bank may hold the guaranteed portion of such 

(b) Subsection (c) of section 2 of said Act is amended by striking everything 
after the word "Secretary" and inserting "to guarantee more than 90 per centum 
of the principal and interest on said loan," 
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■ (e) SubaecUon (f) of section 2 of said, Act is amended to read: "Loans guar-. 
aiiteed under this Act may be payable over a period of time as determined by 
the Secretary, but not to exceed seven years," ' 

(d) Subsection (a) (3). of section 3 of said Act is amended by dpleting everything 
after the words "Provided, That" and inserting in lieu thereof "the total principal 
balance outstanding at any one time on loans guaranteed under this Act for anv 
borrower shall not exceed $2,'i0,000;". 

(e) Section 8 of said Act is amended to read as follows: "The provisions of 
this Act shall become effectivp upon enactment, and the authoritv to make new 
guarantees under this Act jshall tra-minate on December 31, 1876.^' 



HF.SF.NTATIVE IN CoSGRESS FrOM 

I Dakota 

Dear Coi.i-EAGUE: Last July the House passed and the President signed the 
Emergency Livestock Credit Act. This measure was intended to ensure that 
bona fide family farm type livestock producers and feeders would be able to 
obtain the financing needed to remain in bu.iiness in the face of drastically lowered 
livestock prices and rapidly increasing production costs. Many of us who sup- 

Krted the bill, a,'? well as those who opposed it, were doubtful that an 80 percent 
m ^inrAnt«e at exorbitant commercial rates of interest would be of any real 
benefit to yoimg men just getting established when the market broke or even to 
more established operators who have watched the equity they built up over a 
lifetime erode as market prices dropped. Unfortunately, our fears are being con- 
firmed, and I have been compelled to introduce H.R. 3570 to amend the Act so ■ 
that it will accomplish its intended purpose. 

Since passage of the '73 Act, numbers of cattle on feed have continued to drop 
while total beef cotisumption has climbed to all-time highs. Thus, record produc- 
tion ia made up increasingly of lower quality "grass-fed" animals, a vastly larger 
proportion of which are those which normally would have been held over for future 
production. It is obvious that as individual slaughter weights go down because 
of less feeding, more animals must be slaughtered to maintain production, let 
alone increase It as has been the case. Slaughter of cows (which normally would 
produce another calf next year) is up 52 percent ae, compared to a year ago, and 
it seems inevitable that due to greatly inflated production coats, the historical 
production cycle will repeat itself with a vengeance unmatched previously. 

It has been argued, and rightly so, that there are too many catUe to provide for 
a break-even market. Cattle numbers must be cut somewhat; but if the historical 
sequence is once again played out, you can be sure that beef production will fall 
inorderinately low and prices will soar. Furthermore, it is inevitable that many 
producers will be driven out of business as the market bottoms out, contributing 
to a much less competitive production system when the market begins to peak at 
highly profitable levels onc« again. I know that you have heard tales of impentling 
wholesale bankruptcies in agriculture before, but the simple fact is that never 
before have livestockmen been struck by the present combination of low prices 
and vastly increased operating expends. Aggregate figures assembled by the U.S. 
D^artment of Agriculture show that the total value of all cattle and calves in the 
nation on January 1, 1975, was just IJl percent of what it was a year earlier. At 
the same time, bankers in my district are telling me that the operating loans they 
are being asked to make are just double what they were last year. It's obvious that 
somethinghastogive. Livestock numbers must be reduced, but it will certainly not 
be to the benefit of the consumer if production capacity is reduced inordinately 
low and family farmers are eliminated from the production system. 

If you represent a rural district, I know that I can count on your support — unless 
your livestock producer constituents all figure to be around to benefit from the 
higher prices when many of mine are forced out of busines. If you come from an 
urban-consumer oriented area, I realize the difficulty you may have in supporting 
a measure to deal with a problem your constituents do not comprehend. Believe 
me, though, they'll understand the greatly increased beef prices which are on the 

it you are interested in co-sponsoring a bill "To amend the Emergency Live- 
stock Credit Act of 1974 to provide additional temporary financial assistance to 
owners of livestock for the purpose of maintaining small farmers and 
ranchers and thereby preserving a competitive livestock production ss'stem," or 
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if you have questions, please call On'en Ambur at 5-1985. An analysis of the biU 
is attached tor your convenience. 

Sincerely, 

James Abdnor, 
Member of Congresa. 
Attachment. 

H.R. 3750 — "To amend the Emergency Livestock Credit Act of 1974 to provide 
additional temportkry financial aseistance to owners of livestock for the purpose of 
m»ntaining small farmers and ranchers and thereby preserving a competitive 
livestock production system." 

Section-bt-Section Analysis 

Section f.— Adds language to further clarify which family farmers arc eligible. 
The '74 Act effectively limits eligibility to family farmers but will be further 
clarified by the launguage, "and who have suffered severe financial losses as a 
result of low livestock prices, high cost of feed and other materials necessary to 
livestock production, or other factors over vhlch such farmers and ranchers had no' 
control." 

Section S. — (1) Provides that the borrower shall pay no more than 5.5 percent 
interest on loans guaranteed. Under the current program, interest rates have- 
ranged from 9-14 percent. Further debt at exorbitant rates of interest will simply 
not help a producer who is already in financial straits due to the reduced value of 
his livestock. 

(2) Authorizes the Secretary of Agriculture to pay the difference between 5.5 
percent and the prevailing interest rate for similar loans. The Secretary must 
find this rate to be no liigher than for similar loans without the government 
guarantee and interest subsidy. 

Section 3. — Provides that loans guaranteed are payable in a maximum of 20 
years but, in any case, must he repaid aa soon as the borrower can obtain financing- 
sufficient to maintain his operation without the assistance provided by the Act. 

Short term credit provided by the present program is simply not sufficient to 
sustain a producer who has lost in a matter of raontlis the equity he worked a 
lifetime to build up. Furthermore, it is only right that the government be relieved . 
of its responsibUity if livestock values improve. 

Section 4. — (1) The current Act requires that the lender certify he is unwilling 
to provide credit to the borrower without a government guarantee, H.R, 3570- 
would add the emphasis that federal assistance is to maintain the scale of the 
family farmer's operation. Many producers could liquidate their operations and 
pay cfi their debte. Others could liquidate all but a small portion of their operas 
tions and continue in business, but, in cither case, to do so would render them 
unable to make a living tor their family. It would also contribute to still lower 
livestock market prices at the present time and to subsequent large increases 
in the retail cost of meat for two reasons — first, production capacity will be re- 
duced and, secondly, fewer producers remaining in the market will mean less 
competition. 

(2) Further clarifies that the assistance of this Act is to maintain the borrower'» 
operation, his means of livelihood for his family, and to preserve a competitive 
production system. 

(3) Requires that the lender certify there is "reasonable probability of repay- 
ment of the loan" pursuant to the provisions of the Act. This is required currently 
under the Department's operating procedures, but should be clearly specified in 
law to highlight the tact that the intent is to maintain family farm operations and 
not to in any way allow banks to transfer to the government their bad debt from 
producers who are driven into bankruptcy. 

(4) Requires the borrower to certify he is unable to obtain sufficient financing 
without assistance and that he will use such financing to maintain his operation. 
This is assumed under the current program but should be cleariy specified in 

(5) To remove any lingering doubts that this may be a "bail out" bill for banks, 
this section provides that any losses sustained by the lender due to bankruptey 
of the borrower within 180 days following the signing of the guarantee agreement 
shall Tiol be covered by the guarantee. This will undoubtedly make it more diffi- 
cult to interest lenders in providing credit under the program, but if a provision 
of this sort is required to obtain passage of the bill, that's a risk which will have 
to be accepted. Again, it must be emphasized that H.R. 3570 is not intended to 
refieve banks of tbeir unsound loans — it is to keep family farmers employed, to 
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p^mit tbem to avoid having to dump their livestock on the market therebr 
further depressiiig livestock market pnces immedjately and leading to mucb 
higher retail meat prices later. 

Section S. — Provides that the government's risk may be secured by any avail- 
able equity of the borrower after the lender has secured his risk. The government'* 
risk is still only 80 ■percent of any losses suffered by the lender, not 80 percent of Oue 
loan principal and tnterest. 

Currently the government is taking first security interest in any available 
property, leaving the lender with only an. 80 percent guarantee on what may* 
otherwise be a totally unsecured loan. Permitting the lender to secure his risk as 
adequately as possible with available collateral will in many cases reduce the 
potential losses to be guaranteed by the government. 

Section 6.- — Removes the S2 billion auflioriaation limit which has been .ipplied 
to the total sum— not just to the government's risk — of loans made by private 
lenders under the program. 

The total value of ail cattle and calves on January 1, 1975, was just 51 percent 
of what it was a brief year earlier. In January of 1974 cattle prices had already 
declined over $10 per hundred weight from their August highs. Thus, with the 
aggregate worth of the nation's livestock at apprnximately $21 billion versus 
about $41 billion a year earlier when it was already considerably less than its 
peak, it is quite obvious that a $2 billion loan ceiling is unrealistically inadequate. 

Section 7. — Extends the program 1 year. The current law expires in July. 

Secfton 8. — Adds 2 new sections to Uie law: 

(1) Specifies that it is the lack of probability of repayment, not some arbitrary 
standard of indebtedness or lack of security, which constitutes reason for denial 
of assistance. 

(2) Directs the Secretary of Agriculture to implement the provisions of the Act 
as rapidly as possible using Agricultural Stabilization and Conservation Service 
personnel, wherever necessary, to supplement the Farmers Home Administration, 
consistent with the emergency nature of the program. 



Statement op American B^NKEita Association 

The American Bankers Association on June 17, 1974 presented testimony in 
support ot the Emergency Livestock Loan Program. Bankers at that time were 
vitally concerned about the heavy financial losses that were being sustained by 
the livestock industry and the passible adverse long-range implications their 
pUght would place on the public in general. The problems and L'jsues as we saw 
them at that time as well as our recommendations for the establishment of an 
appropriate emergency livestock credit program are outlined in the attached 
statement. We believe the main thrust of these points are still valid. 

Today bankers believe that the continuing deterioration of the hvestoct 
Bituation since the Emergency Livestock Loan Program was implemented justifies 
certain steps to achieve greater u.se of this special loan program. In this regard 
we make the following recommendations; 



We initially recommended and still believe the program should be temporary 
and terminated when the emergency is over. Our original suggestion was a two- 
year period which would have carried the program until July 1976. We now firmly 
believe the outlook is such that year-end 1976 would be a reasonable time to 
reassess the need to continue the program. 

The financial pressure on individual producers will clearly intensify as the 
depressed economic situaticn lengthens. Therefore the need for the program will 
be greater during the balance of this year and next; however we feel confident 
tiiat such an extension of time will not require a change in the overall $2 billion 
authorization. 

We believe that one of the major reasons the program hss not been used more 
extensively to date is that the full financial problem for the bona fide producer 
for which the program is designed has not yet fully surfaced. This is true for botI» 
the farmer feeder and the cow-calf operations where many ranchers arc still 
holding their inventory. The first to fully realize the financial problems were the 
large commercial feed lots which the program was not designed to assist. 
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S. INCRKASK TBB INDIVID1 

: Oiip of the major drawbacks in the use of this prnKram has been the "one-time" 
loan feature coupled with the Mtrict socurity reaulri-'mentfl. We firmly believe the 
loan should be fully eeciired and certainly shoula not serve as a device for a lender 
to handle substandard loans. 

■ HoBwer, a customary way of handling most form loann including livestock is 
to make iidvances and receive payments periodically in accordance with the 
production and marketing requirements. This normal practice is not feasible in 
connection with the present "one-time" guarantee program. There ia a special 
^problem when the overall credit needs of the individual exceed'^ the 8250,000 
amount. In these instances the lender is in a position of l>eing required to extend 
funds on an unsecured or second lien basis behind the guaranteed loans. Certainly 
the lender's position on an additional or a subsequent loan fi^ls within a gray 
area as to security. Apparently many bank attorneys are advising against these 
loans liehind the guarantee because of the uncertainty particularly in the event 
of a loan liquidation. We believe this can be corrected by allowing for either an 
open ended note or the option to renew. The latter may be the best alternative in 
this case where a guarantee is involved. 

We originally proposed that no individual loan limits be established by law. 
Instead the loan limit should be by regulation which would permit it to vary 
according to different needs across the country. We know that the $250,000 limit 
is adequate for bona fide producers in some areas but falls far short in others. 
For example, a banker in Montana pointed out that oj% of his livestock loans 
are for amounts over $2r)0,000. 

3. THE GUARANTF.B SHOULD BE TNCBBASBD FROM §0% TO 90% A 
FROM A GUARANTEE OF THE L0B3 TO A GUARANTEE OF PRINCIPAI. A 

There is no basis for these fully secured loans to carry a guarantee level below 
that of the other FmHA guaranteed programs. We, therefore, urge that the 
guarantee be increaaedfrom 80% to 90%. We also recommend the guarantee cover 
principal and interest. These features would make these loans more acceptable 
to third party investors. 

We also support any technical changes in the statute needed to facilitate the 
sale of these loans to an organization serving as a secondary market. Although 
we do not see a serious need for a national secondary market at the present time, 
this need could develop and it would be wise to prepare for such an eventuality. 

In addition to the above recommendations for modification of the program 
we wish to reemphasize certain points made In our initial statement last June. 
We feel strongly there should be no government subsidy in connection with the 
interest rate and therefore the present authorization of a rate negotiated between 
the borrower and lender should be continued. Also the program should be available 
only to bona fide livestock producers whose normal source of credit is no longer 
available without the guarantee. 

Finally we feel it is important to assure that the FinHA, the agency given the 
responsibility of administering this program, is provided the necessary travel and 
other money needed to carry it out effectively. The agency should be encouraged 
to step up its efforts to acquaint local lenders with the provisions and appropriate 
IS of the loan program. A "fear of the unknown" certainly is one of tne reasons 
1 program has not been used more widely. 
^e believe the changes discussed in this sta 
with nonnal lending practices and hopefully a 

Statement op Robert L. Walton 

My name is Robert L. Walton. I am president of the Farmers and Merchants 
State Bank, Bushnell, Illinois. My bank has $23 million in total assets and is 
located in a West Central Illinois Agricultural trade area of 4,000 people. Pres- 
enliy 73 per cent of my bank's deposits are loaned to people in the community 
with 43 per cent of these to farmers. I am here today as cnairman of the Ani- 
cultural Bankers Division of the American Bankers Association (ABA). The 
Association has a membership of approximately 14,000 banks located throughout 
the nation — 96 per cent of the industry total. It is estimated that approximately 
8a per cent of these banks serve agriculture. For a large number of them, agri'- 
culture is the single most important industry in their community. 
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. Bankers are vitaUy cpncemad abqutihe -lieavy financbl losses which have been 
Bustained by ^ke -liv^stoi^' industry. ' .Xbb continuatioii of such losses could driv^ 
producer? out of the livestock busipess, Aay major loss in the number of produeera 
couM bri^g about & serious reduction in the countrj-'s meat producing capiability.' 
The rpsult over the long rim would he less mraE at higher prices. This is. an in- 
flatiWiaryoonBequencetiat no-one wants. We believe, therefore, .thlitth,e present — ' 
aAd V'e.Hre cunndcnt temporary — plight of the livc'stock. producers is a. liroad 
pubfic iijsue.and should be dealt with accordingly. 

Wa uf£e appropriate steps be , taken to nsrsure that the livestopk producers, 
come through this adversity as a strong industry. We reco^se that ?ome inj- 
portant things can be done by the producers themselves. ThiB ceVtainly includes' 
following a realistic production and marketine jjrogram as well as car etui planning 
with lenders. At the same time, it is .esaeoUal fur the entire food marketing sys- 
tem, through to the retail outlet, to maximize its efforts t-o move the present back- 
log of raarketable meat to the ctiaaumCT. 

Banking recognizes the importance of providing livestock producers with 
neoessary funds to carry them through this emergency situation. It ia here that 
I wish to make some specific points. 

'We firmly believe that banks have an obligation to take all possible, prudent. 
steps to assist their livestock producers through this crisis. Thia was ttke primary^^ 
thrust of a statement released by the ABA on June 13 at the eloee of a three-day 
meeting of the Association'^ Agricultural Bankers Division Executive Committee: 
(A copy of this statement is attached.) We are pleased that a similar statement has. 
been made by Dr. Bums, chairman of the Federal Reserve Board of Go\-emors., 
We believe ■banks will make an inten^ve effort to finance their livestock producers. 
After aB, livestock represents the major industi? in the trade area of a large 
number of banks across the country. 

■ We have been in contact with many bankers during the past few days. Our 
assessment is that, as a result of careful planning with their livestock producers,- 
the credit outstanding can be justified and is sound. However, many lives, have 
deteriorated to the point where further extension of credit would be irftprudeat.; 
it is our belief, therefore, that it would be in the best interest of livestock pro- 
ducers and the public to provide livestock producers a temporary special credit, 
program. We urge that this be done with a minimum cost to the Government, i 
Our confidencein the livestock industry issuch that we believe it can be achieved 
at practically no cost to the Government. 

We understand that at least four bills have been introduced in the Senate to- 
accomplish this objective. We recommend prompt enactment of legistalion with'. 
the following provisions; 

(1) The emergency loan program be established by an amendment to the Rurali 
Development Act of 1972 authorising the Farmers Home Administration to make . 
guaranteed loans of an appropriate 8i*e to bona fide livestock producers. This 
provides tho great advantage of utilising an existing widespread and currently- 
functioning delivery system. This is vitally important in view of the urgency of. 
prompt Implementation. 

(2) The guarantee provision should be handled along the same lines as that' 
now being used in the FmHA (arm operating loan program: a guarantee of up to 
90 per cent of the loss, with a maximum term of 7 years. However, we tee! strongly 
that there should be no Government subsidy in connection with the interest rate. 
Instead, a rate negotiated between the borrower and lender should t>e authorized. 
This would be comparable to the Business and Industrial Rural Development 
loan program. There is no need or justification — in tact no desire on the ])art ot- 
the livestock producers — for a Government subsidy. These guaranteed loans at 
market rates also would provide the added advantage of being suitable foi- resale 

rs. Thi! ~ ■ 



to secondary investors. This offers the opportunity to bring outside investment 
money into the flow of funds to the livestock industry. 

(3) This loan program should be available only to livestock producers whose 
normal source of credit is no longer available without the guarantee. It should be 
limited to those certified by their tending agency to have been a bona fide livestock 
producer over the past 18-month period, and the producer should be required to 
show a loss in his livestock operation during this period. 

(4) To assure that the program is available to all bona fide livestock producers, 
a loan ceiling should not be established by law. Instead, it should be handled by 
regulation. We believe, however, that the $250,000 ceiling suggested in some of the 
proposed legislation would take care of most of the legitimate individual li\-c.''tock 
producers, where the concern is the greatest. We also believe the scope of the 
livestock industry justified an overall aul.horization of at least $3 billion. 



•, Google 



34 

(5) In our opinion, this special credit progmm should be tenninated when the 
emergency is over. We, therefore, recommend the legislation be reexamined at the 
end of a reasonable time. We suggest such a review at the end of 2 years with the 
option of being terminated sooner by Congress based on the recommendation of the 
Secretary of Agriculture. 

In our opinion the Congress should enact such legislation promptly and in doii^ 
6o Strongly urge the Farmers Home Administration to release implementing regul&- 
''"Tis, including procedural guidelines and forma, immediately. Since a large part 

i.he loan program will be bandied by local lenderr — l-> -- -'--- "-- - -■'' ■ 

limal delay once the regulations are issued. 

Xhank you. I will be glad to answer questions. 



Bankers Ubqe Asgibtahcb to Ltvestock Fbodccers 

Washington, June 13. — Steps to assure 'tiiat the livestoclc industry remains 
strong throughout the current adverse price period were ui^ed today by the ex- 
ecutive committee of the American Bankers Association's (ABA) Agricultural 
Bwikers Division, 

Robert L. Walton, chairman of the division and president of the Farmers and 
Merchants State Banic, Bushndl, 111., speaking for the 17-meraber committee, 
cited the importance of applying the highest level of profesaionalism to livestock 
lending programs. 

He urged bankers to take all possible steps to assist their livestock producers 
through this crisis, using longer than normal terms if necessary, to help livestock 

The continuing decline in livestock prices and severe financial losses being sus- 
tained by the hvestock industry at the present time triggered the bankers^ dis- 
cussion of the problem. Concern is mounting that some livestock producers, with » 
backlog of marketable beef, will be forced out of business. 

"Any major loss in the number of liveetock producers could result in a reduction 
ol the country's meat producing capability and would be a severe bli>w to the long 
run chances for the consumer to receive a continued supply of good meat at rea^ 
Bonable prices," Walton stated. 

The biHikers stressed the need for realistic planning on the part of livestock pro- 
ducers with tlieir lenders until the cost-price relationship returns to reasonable 
levels. 

"The important thing now is for the livestock producers themselves to follow a 
realistic ^oduotion and marketing plan until the cost-prlco relationship is ad- 
justed," Walton said. 

The bankers present expressed their interest in legislation that would make 
Available emergency loan funds through modification of the present Farmers 
Home Administration (PmHA) guaranteed farm operating loan profp'ams. 

Several bills introduced in Congress provide for FmllA to guarantee loans by 
private lenders. These bills would amend the Rural Development Act and provide 
loans to individuals primarily engaged in farming, ranching or livestock production. 

The banlters felt tnat these emergency loans, made through local lenders, should 
be available only when credit is not available through normal sources and that 
this program be terminated when the emergency is over. 

Once each year the executive committee of the Agricultural Bankers Division 
of the ABA meets in Washington to discuss issues of interest to bankers serving 
the agricultural community. The AB.i represents nearly 14,000 banks located 
throughout the nation— 96 per cent of the industry total. It is estimated that 
approximately 85 per cent of these banks serve agriculture. 
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National Farmeks "Union, 
Wathinglon, D.C., March 11, 1976. 
Hon. W. R. PoAGE, 
Chairman, Livestock aTid Grain* Subcommitlee, House Agriculture Committee, 

Waahinglon, D.C. 
Hon, Bob Bergland^ 

Chairman, ConaervalMn and Credit Subcommittee, House Agriculture Commiilee, 
Washington, D.C. 
Dear Mb. Chair 
of the record of hearings o 
for Thursday, March 13, 1975. 

We have been very much disappointed with the manner in which the Emergency 
Livestock Credit Program has been administered. The program provides little 
A<lvantage to a producer as compared to credit through normal private channels. 
When we first testified ooacemiDg emergency credit to livestock producera on 
June 17, 1974 before the Senate Agriculture Subcommittee on Agricultural Credit 
^d Rural Electrification, we supported the bill introduced by Senator George 
McGovero, S, 3606. We continue to believe that a credit program such aa au- 
thorized in this bill is in order and we urge the Subcommittees to bring the live- 
-stock credit program in line with the provisions of this bilL 
Sincerely, 

Reuben L. Johnson, 
Director of Legielalive Services. 

[A copy of S. 3606 submitted with Mr. Johnson's letter is held in the 
subcommittee ffle.] 



•yGoogIc 



•vGoogle 



BUSINESS MEETING 



fhidat, march 14, 1975 

House of Representatives, 
Subcommittee ok Livestock and Grains 
AND Subcommittee on Conservation and Credit 

OF THE Committee on Agriculture, 

Washirifflmi; D.C. 

The subcommittees met at 10:05 a.m., pursuant to call, in room 
1301, Longworth House Office Building, Hon. W. R. Poage (chairman, 
Subcommittee on Livestock and Grains) and Hon, Bob Bei^land 
(chairman, Subcommittee on Conservation and Credit) presiding. 

Present: Representatives Poaee, Bergland, de la Garza, Melcher, 
Nplan, Weaver, Baldus, Harkin, Hightower, Bedell, English, Findley, 
Thone, Symms, Johnson, Madigan, JePFords, and Kelly. 

Staff present: Hyde Murray, counsel; John Hogan, associate 
counsel; oteve Allen, Steve Pringle, and Nick Ashmore, staff consult-, 
ants; L. T. Easley, press assistant; Anita Brown, Mary Jarratt, 
and Susan Bel!, staff assistants. 

Mr. Bergland. Tlie joint meeting of the Subcommittees on Con- 
servation and Credit, and Livestock and Grains will come to order 
for the purpose of considering amendments to the Emergency Live- 
stock Credit Act and other business. 

As the members know, yestertlay these two committees met jointly 
and received evidence from the Department of Agriculture with' 
respect to some changes in the 1974 Livestock Credit Act, which they 
support. 

Those changes are. contained in a draft of a bill tor each member. ' 
I think they conform to the changes recommended by the Senate, 
with one exception. The Senate committee recommended a $500,000 
limit. 

Mr. Pringle. That is correct, Mr. Chairman. 

Mr. Bergland. As far as you know the draft we have before us 
conforms to the Senate subcommittee's tentative recommendations? 

Mr. Pringle. Yes, sir, it does. 

Mr. Bergland. To summarize the changes recommended by the' 
Department, they would, in the first paragraph, provide for a second- 
ary mortgage market by striking section 2 of the original act, which' 
places some limitations on tlie ability of the Farmers Home to act 
as the marketing agency. 

They would increase the loan guarantees to 90 percent of the 
principal and interest payment. Tne term of the loans the Senate 
version would extend to 5 years with a 5-year renewable option. 

The Department recommended a 7-year initial loan with a recom- 
mendation on extension of time. 
: . (37) 
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Mr. Baldus. What was that, please, Mr. Chainnanr 

Mr. Bergland. The current law is 3 years with a 2-year renewal. 
Section 4 would allow the agency to use the funds available from the 
Agricultural Credit Insurance Fund for administrative purposes. 

The Senate bill extends the act through December 31, 1976. 

Mr. PoAOE. Mr, Chairman, where is the provision here for extending 
a line of credit? That was something they specifically ap-eed to, to 
authorize a line of credit, which I think is quite helpful to the 
individual. 

It certainly lets him operate more effectively to negotiate. 

Mr. Bergland. You are absolutely correct. The Department did, 
in its recommendations, suggest some change in language that would 
allow the maintenance of a une of credit up to $250,000. That is not 
in this draft, is it? 

Mr. pRiNQLE. As I understand it, Mr. Chairman, by knocking out 
the language "legally organized lending agency" in section 1, that 
allows a bank to, in effect, make two notes and ^ve 100 percent 
guarantee on one of those notes. 

If a man went to a bank and wanted to borrow $100,000, the bank 
would make one loan of two notes; one for $90,000 and another for 
$10,000, and that whole $90,000 note would be guaranteed by the 
Government and then the Federal Financii^ Bank would be able to 
go in there and purchase from that bank that $90,000 note. 

Chairman Poagb. That relates to the Federal Financing Bank. 
That is not what I am talking about. What I am talking about here 
is the fourth suggestion, the concept of a line of credit is acceptable in 

J)rinciple and such action would allow borrowers a great deal more 
atituao in running their operations. 

It may be that all we have to do is to provide the total loans guaran- 
teed at any one time can't exceed this amount. 

Mr, Bergland. The language now reads, and I am quoting: "The 
total loans guaranteed under this Act for any loan applicant shall not 
exceed $250,000." 

Mr, HoQAN, Mr. Chairman, we have the language here and I think 
what you would want then would be to amend subsection (a) (3) of 
Public Law 93-357, which would delete everything after the word 
"Act", and insert in lieu thereof; "the total principal balance outr 
standing at any one time on loans guaranteed under this Act for any 
borrower shall not exceed $250,000," so that the entire section woula 
read then: 

The lender shall certify that the loan is for the purpose of maintainiag the 
operations of the loan applicant and that the total loans made to the loan applicant 
do not exceed the amount necessary to permit the continuation of his livestock 
operations at a level equal to its hi^eat level during the 18 months immediately 
preceding the date of enactment of this Act. 

I think the Agriculture people indicate that that will 

Mr, PoAGE. Who did you say indicated that? 

Mr. HoGAN. The Agriculture Department has some amendments 
that they have provided the committee and we can provide each of 
the members copies of these proposals. 

Mr. DE LA Garza. May I ask a question, please? 

Does Chairman Poagc mean that everyone who comes and arranges 
for a loan — by saying you extend the line of credit do you mean they 
all get the $250,000 maximum and you can just come back and say: 
"I need some more?" 
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Mr. PoAGE, No, I simply mean that if the banks will extend a line 
of credit it may well be a line of credit wouldn't exceed $100,000. 
The man may need $60,000 today. The way wo have been working it, 
he had to negotiate that loan and had to be guaranteed by the Depart- 
ment, He went through the whole process. 

Then he comes along and possibly sells some cattle and makes a 

Eayment of, let's say, $40,000 on that, leaving a balance of only $20,000 
8 owes. Now he wants to go buy $70,000 more stock. That would 
be more than $95,000 which would come within his line of credit. 

It is much simpler for him to know that he has got that much credit 
and that he can borrow that much than have to go out and negotiate 
this whole thing through the Farmers Home Administration and take 
a month each time. 

If he is buying and selhng he can't do it. He has simply got to have 
a line of credit rather than making individual notes each tune that he 
makes a transaction. At the time we passed this last fall none of us 
realized that we were cutting him off from the normal banking 
practice, 

I don't think the law cuts him off now, but there is no reason for 
having an argument with them. Maybe they are legally right, but we 
can correct it so easily and it seems to me we ought to. 

I don't know anybody who feels it wouldn't be advantageous to 
do it, I think it is one of the biggest things in this bill, letting him 
operate rather than requiring so much redtape in hia operation, 

Mr. DE LA Garza. My concern was that all the big ones will just 
go and negotiate for the maximum so they can just keep coming 
back for that maximum. 

Mr. Poaqe. If you are buying and selling every 2 days it makes a 
tremendous difference to you. 

Mr. Berqland, If the gentleman will yield on that point, the 
probleqi really derives from cattlefeeders who buy and sell. They 
buy and hold for a few months and sell them. 

Mr. DE LA Garza. If you are talking about the big feedlot 

operator 

, Mr. PoAGE. We are not increasing the limits here at all. 

Mr. DB LA Gabza. I know you are not increasing the limit. My 
concern was if you say you are goii^ to establish a line of credit, they 
will all go and n^otiate the maximum, and if tbey all negotiate th^ 
maximum then the overall basket is depleted sooner. 

The major ones could all tie it up. 

Mr. Beroland. If the gentleman will yield on one point, I know of 
ap instance in my district, where a relatively small catUefeeder ap- 
plied for and was granted a loanfor sometbmg under $100,000, and 
paid off the loan within a few months time after the cattle were fed 
and marketed. 

Because he had exercised his option once he was not able to com© 
back for another loan. 

Mr. DE LA Garza. I understand that and I agree with that. That is 
what we are trying to correct. I just didn't want us to go off and do 
something that is going to be prejudicial to some of the smaller 
operators. 

Mr. PoAGE. There is a possibility of prejudice in someone who wants 
to borrow $500,000. We have authorized $2 billion for this purpose 
and there has been only $135 miUion— is that right? 
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Mr. Phinqlb. I tliink it is up to S190 million now, Mr. Chairmnn. 

Mr. PoAGB. Less than one-tenth of the amount has been used. We 
obviously are not pushing the limits at all. 

Mr. Johnson, What do you think about raising the limit to $600,- 
QOO? I see the need for it in my territorv. 

Mr. PoAQB. Most of us can see the need for it, but what you do 
the minute you do it is you have got the opposition of the Department. 

Mr. Johnson. We have has the opposition before. We could live 
with that. 

Mr. PoAGE. Some things you can live with, anci some of them may 
stick. 

Mr. Bbroland. As the gentleman from Colorado will recall, when 
this matter was before the House last year it was a subject of con- 
siderable controversy, I think it survived by si.\ votes. One of the 
most controversial aspects was the lending limit. 
, Mr. Johnson. I was in favor of the lower lending limit at that time. 
Now I see we need to raise it. At that time I tlioiight it was reasonable. 
Now, from the experience we have had since last fall, 1 can see the need 
for an increase, 

Mr. PoAGB. You had better have 100 members who see that. There 
^re about 100 members who haven't had the opportunity to see the 
need for that increase. I have got no objection to the increase. I think 
we probably need it, but I thmk it jeopardizes the chance of passing 
the bill. 

; I don't think we ought to destroy the bill in order to get these people 
Up to a half million dollars. 
, Mr, JoHxsoN. What about you, John? 

Mr. Melcher. I think wo can go a little bit higher than $250,000 
^s f ar as our interests are concerned. I think it is reasonable. 
, I have another point. Maybe you discussed it. The livestock interests 
that afe in troiible are probably in trouble because of the interest 
rates at tlie bank. 

I notice treasury notes are selling at six again. Has the committee 
discussed, considered, and rejected the lower interest rates? 

Mr. Bergland. If the gentleman will j-ield on that point, we have 
not discussed it. It has not been offered as an amendment. It has not 
been considered either way, Mr. Melcher. I think, however, the 
Department has said, has it not, they would oppose interest subsidy? 

Mr. PoAGE. They specifically said it is important to retain the 
provisions pertaining to the interest rates. 

Mr. Melcher, That interest rate situation- — — 

Mr. PoAGE. I am for the bill. I voted for the bill and will vote for it 
again but such things as this bill, and such things as the bill that passed 
yesterday, and the bill that passed the day before keep the interest 
;'ate high. 

When Ihe Government goes into the market and borrows this 
money it will have to pay whatever it takes to get it. That forces the 
interest rate up. The Government has got to outbid anybody. 

The Government has got to pay more for it than he would have to 
pay, and the Government has got to pay more for it than the savings 
and loan associations would get lending that money to somebody who 
pould build a house. 
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The Government has to pay more for that money than any private 
business would pay in order to get it. That means everybody in the 
United States has got to pay more for their money. 

What we ai'e doing day by day is what keeps that interest rate s6 
high. There is no way of avoiding it if we are going to keep borrowing 
money. 

Mr, MsLCHER. Mr. Chairman, my comments weren't directed 
toward the same point you are discussing. I was saying, first of all, 
we know these livestock people are going to borrow money or they are 
out of business. 

We are not creating a new type of market. The market for the 
money is already there. They have to borrow the money or they are 
out of business. 

Mr. PoAGE. The rate is going to depend upon what the Govern- 
ment is willing to pay. 

Mr. Melcheh. My point is: Has the committee discussed or re- 
jected in any way the idea of tying the interest rate to current rates 
that the Government has to pay for the money they have to get. 
What would that mean? 

I realize if the Government sells their Treasury notes at a little les.s 
than 6 percent, by the time it goes through a bank and is handled it 
has got to be something greater than 6, but is there any reason we 
should tie it to the Government rate plus whatever else is necessary to 
distribute it to farmers and ranchers? 

Mr, Bebqland. If the gentleman would yield on that point, these 
loans are made by private credit sources at whatever the prevailing 
rate of interest might be within the community. 

The current act provides for no interest subsidy. As I understand 
the gentleman's suggestion, the rate of interest chained the producer 
would be governed by the cost of interest money to the Treasurj', and 
whatever , difference there was between that and the commercial rate 
would be made up in the form of an interest subsidy. Is that correct? 
Mr. Melcher. No. I am not saying that. I am merely saying if the 
Government is going to guarantee the loan, is there a mechamsm we 
can utilize setting tiat guaranteed loan at the cost to the Treasury 
plus whatever is necessary to get it out, 

Mr. BERGLANn. In response to the gentleman, I would know of no 
way of doing that except through the medium of an int«rest subsidy. 
Mr, Melcher. Let me say tms: In our country, and I suppose it is 
the same in all the rest, you can put some mone}"" out on CD's and get 
a rate of virtually 8 percent. It is obvious my bank, -when it ^ves me 
8 percent oh CD's, is going to have to charge me at least 9^ to 10 
percent on a livestock loan. " 

At the same time, the short-term Treasurj' notes are, as I under- 
stand it, selling at less than 6 percent. I just wonder if *e can't tie 
onto that. 

Mr. Johnson. You could have direct loans from the Treasurj-. 
Mr. Thone. It is an entirely new ballgame, what we have got here. 
Mr. PoAGE. And if you make tliem direct loans from the 'fteasury, 
the Treasurer is going to borrow that money and that interest rate is 

foing to increase. It is not going to be 6 percent, it is going to be 7 — ■ 
don't faicfw what it is going to be, but it will run up. 
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The sum total of every dollar you spend, and the thing I think most 
Members of Congress simply don't understand is, when we are voting 
appropriations over here, every dollar we are votii^ we have got to 
borrow because we are runnitig low, because we are spending more 
money now than our present appropriations provide for. 

Every dollar we have and every program we put out, we make $2 
billion mider this, that is $2 billion tne Government has got to borrow 
because we are not getting that $2 billion now. We are not balancing 
tlie budget. Every dollar we add over here — $5 billion the day before 
yesterday and $3 billion yesterdaj- — everj- one of those dollars has 
to be borrowed. 

Mr. Thone. There is a simple solution for that. You just set the 
interest rate by statute. 

Mr. Kelly. Do yoii think anybody else knows that, Mr, Chairman? 
It might be good for that to get around. 

Mr. Melcheh. Have I stdl got time, Mr. Chairman? 

Mr. BERGLAKn. You have, Mr. Melcher. 

Mr, Melcher. I want to point out to the committee, if the commit- 
tee wants to there Is certainly a way to do this. 

Mr. PoAGE. Yes; issue paper money. 

Mr. Melcher. A lending agency, any bank, can issue these loans 
at Iji percent over the cost of money on a short-term basis to the 
Treasury-. Eight now, Mr. Chairman, that would be 7^ percent, 
which would be much more attractive than the i;^ percent. 

That can be done with legislation. You might ar^ue, Mr. Chairman, 
that the short-term Treasury rates now are less than 6 percent, but 
they will go up. That may be true. But, at any rate, under the rate 
we are at right now this would be an advantage to livestock people. 
It would be an advantage to the bank. 

I don't see it would change our Treasury position all that much. 
A loan probably \vill be repaid and if it weren't repaid the Govern- 
ment still has to make up the difference in terms of the 90-peroent 
provision. 

I yield. 

Mr. Thone. It seems to me we are getting into an entirely new 
ballgame. As the chairman pointed out, if we want to accommodate 
the philosophj^ you are interjecting here now, Mr. Melcher, we would 
have to go the interest subsidy way. 

Frankly, Jim Abnor of South Dakota has been all over me for 2 
davs saying the people in South Dakota are demanding this interest 
subsidy. If you put the interest subsidy in this legislation and throw 
it on the floor you havan't got much. 

Mr. Mblcheb. This isn't an interest subsidy. I am not proposing it. 

Mr, Thone. 1 know you are not. 

Mr, Melcher. I am proposmg that the rate be set and that any 
bank or PCA that wanted to have this 90-percent guarantee, they 
could get the money from Treasury' at whatever Treasury's current 
rate is, but they could only charge I'A percent. There is no subsidy 
there. 

Mr. Johnson. WDl the gentleman yield? The banks don't see it 
that way. They don't get money from the Treasury. They borrow it 
from each other at Fed funds. 

Mr, Melcher. They could get money. 
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Mr. Johnson. Then you are back to the point the chairman was 
rai^ng of getting the money from the Federal Government into the 
hanking system by the direct loan process. You are taUcing about a 
new process. 

Mr. Melcheh. Of course it is new. I daresay there is plenty of 
precedent around. I can't vouch for it, but it is wrong to call it an 
interest subsidy. 

Mr. PoAGB. Vfim the gentleman yield? 

Mr. Mblchbk. Yes. 

Mr, PoAOB. I don't think it has anything to do with the question 
of the subsidy. Basically, these gentlemen are right. That is the only 
way you could have any money. You could pay an interest subsidy if 
you get the money out. 

But, I think what you are proposing would warrant subsidy, but it 
wouldn't make loans either. If I were running a bank in Woodson, Tex., 
or some other place, I could make al! the loans that I want to make. 
There is plenty of demand for the money. I could put it out. 

Why would I put it out and take a 10 percent risk on thin security 
because, admittedly, there is no need for it. I have still got to take a 
chance on losing 10 percent on it. I don't get 100-percent guarantee 
because my 10 percent can be lost. 

And then, to get lH percent when I could lend that money probably 
with greater security, and get 4 or 5 percent above what I am having 
to pay for it, why would I put out any money at 1% percent? 

I just can't believe there would be any money made available if you 
bad iust the 1% percent spread. 

Mr. Meicher. The difference between paying 8 percent on CD's 
and lending money at 9'^ percent is 1% percent. 

Mr, PoAQE. He could make 3 or 4 percent on the money. Why does 
he lend at 1^? I don't believe many bankers in their right mind would 
do ^at, except for the purpose of retaining a customer, which some 
of them are doing right now. 

We have got one of these usury laws in Texas and you can't chai^ 
10 percent to an individual. You require him to incorporate and, 
of course, you can charge the corporation anything. You let the 
individual mcorporate his business and then charge him 13 or 14 
percent. That is perfectly legal. So you are making 4 or 5 percent on 
the money. 

Mr. Bedell. I need to understand this a little better. Is the proposal 
that the bank would be limited to 1^ percent above its cost ol the 
money that it obtained? 

Mr. Mblcher. Above the Government's cost. 

Mr. Bedell. It seems to me if it was above the money it obtained 
' and it obtained 90 percent from the Government, with its risk only 
10 percent of the total loan, then its return on its risk would be 15 
percent rather than IK i)ercent. I am not arguing for this bill, but it 
"would seem to me to clarify the matter if ycu made 1^ percent on the 
total loan where its risk was only 10 percent and you have to multiply 
its earnings by 10, or you have got this investment by 10, in terms of 
exposure they would actually be making 10 times that much. 

Mr, PoAQE, Exposure is only on one-tenth, but the bank has got to 
pay for that money. The bank doesn't go out and say, "Here's your 
money." The bank has got to pay about 8 percent for it. 
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Most banks will pive yon at least 7 percent on a CD, so tlic bank 
has got to pay for that money. It has got to pay for the whole $100,000 
or the whole amount of the loan. The Government doesn't give him 
money free of interest. The bank has got to get that money somewhere. 
The bank gets that money by borrowing it and paying somebody 
interest. 

The banks pay 7 or S percent for that money. Then tliey are gmng 
to have to lend it. If the Government -rate securities are CJt, they are 
going to have to lend it for 8. Tliose figures today would be prac- 
tically nothing in the bank. 

Mr, Bedell. The proposal is not that tliey pay Hi percent ox that 
their cost of money 

Mr. PoAGE. One-and-a-half more than the Government cost for 
money. 

[ Mr. Bedell. Would he be interested in a proposaj that says it 
may not exceed \% percent above the cost of the mone\'? 

Sir. Melcher. If the gentleman will yield, what I am suggesting 
is in order to get at a lower interest the loan be made at 1!^ percent 
over the Treasury cost and that the Treasury actually supply the 
money, and the bank or PCA would be acting as an agent getting 
1^ percent for servicing the loan. 

Mr. PoAGE. You changed your proposition. The Government is to 
supply the money. This whole legislation has been an assumption. 

Mr. Melcheb. I didn't make that clear then, 

Mr. PoAOE. On having the Government only guarantee these funds. 

Mr. Bedell. I am sorry if I have been taking so much time. I 
understand the situation. 

Mr. Bergland. If there is no objection, it might be a good idea to 
dispose of some of these recommendations that nave been submitted 
on which ther^a is not much controversy, then we can entertain amend- 
ments to other sections of the bill that happen to do with some of tlie 
substantive policv questions. 

Yes, Mr. Bedell, , . . / 

Mr. Bedell, J do have another question. If we did go to the Uncr 
pf-credit concept, would that then mean if .they.ha,ye a line of credit 
that tjie livestock farmer could use this crpdit, if he needed.it,; to jtay 
for the planting of his crops that he might nfeed to raise "his livestock, 
for example, oris it stilUimited only .to the purchase of r-ej^lacpment of 
livestock,. ■■/-;■ 

Mr. Bbbglaxd. As 1 understand the act, and I stand cocrected ))y 
counsel if wrong, it is limited to livestock enterprifies. ■-■ ' ■ 

; Mr. MtjRRAY. Section 3(a)(2) says that the loa;) applicant is 
directly in good faith engageji in agriculture production, and the finaiic-; 
ing to be furnished the loan applicant is to be , used for:the jj^gose 
related to the breeding, raising, fattening or marketing of.JiTOstftck. 

Mr. Bedell. It would seem to me there is a definite argjmient t» ,, 
be made for the fact that if we could make this flexible so that .live- 
stock feeders had more latitude in how they use the money in or4er 
to stay solvent, that it would not detract from what we are trying to 
jdo and be much more beneficial with no additional cost to anvMie. 

Air. Thone. You are opening up a real can of worms then. If you 
don't restrict it to the purposes of this act, I don't see how you could 
get a handle on it when you are trying to administer the law. ' 

Mr. Bedell. I need to understand why that would be true. 
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Mr. PoAGE. If the gentleman would yield. I think this act would 
allow the use of money to grow feed. It specifically provides people 
who are engaged in the production, breeding, raising and fattening or 
marketing livestock. I don't know how you grow livestock without 
feeding them. I know you can't fatten them without feed. 

It seems to me that is part of the operation. In other words, if I am 
a calf operator and I lease some land to run those on I think I could 
borrow this money to pay for that lease. I think I could fix my fences 
with this money. 

I think I could do any of those things that are necessary to handle 
those cattle. 

Mr. Melcher. You couM grow com with it too. 

Mr. Bedell. Would that open up a can of worms in that case? 

Mr. Thone. I think it is understood. 

Mr. Bedell. If it is understood at least a little bit of time I have 
been, I think we could so state it in the bill because I am finding ■ 

Mr, Murray. Mr. Diekerson of the Department is here. He can 
tell you how they interpret it. 

Mr. Bebgland. Mr. Diekerson, could you respond to this? For what 
purposes are these loans being made currently by your regulations? 

Mr. DiCKBRsON. First, a comment about our concept about the 
line of credit. If we take the example that a man borrows $250,000 for 
livestock to put in the feedlot, at the end of 6 months or thereabouts, 
turns them over and pays the loan back, under the current regulations 
we may not make him another loan because the current act calls for 
one loan one time only. 

The line of credit would simply say that when the loan was partially 
or fully repaid- Then he would be able to come back and get another 
guarantee for $260,000 if it was necessary for him to have that to 
continue in business. 

The purposes for which a loan is made relate to the total farming 
operation in order to maintain and market his raised livestock. I think 
we stated in one of our bits of procedure that we would not make a 
loan for a man to buy a Cadillac car. On the other hand, if he needed a 
pickup truck and it was associated with his total livestock operations, 
we would make a loan for that purpose, 

Mr, Bbhglaxd, Under this authority:, ^'tr. Diekerson? 
. Mr. DicKBHSoPi. Under the authority the way it is now and the 
way any amendments so far would cdme up would be interpreted. 
But, we would not be making a loan for the growing of tomatoes or 
other ntairelated types of busihess not concerned with livestock.' 

Mr. BekgIiand. Would you, under this authority, make a loan for 
fertilizer, seed com, and other components of the com crop? 
,. Mr. DICiCER50^'. .If it is necessary to make a loan for that purpose- 
to grow feed for the livestock. 
. Mr, Bebgland. But not for sale? 

Mr. DicKERSoN. That is right. 

Mr. Thone. As a matter of fact, many loans have been made under 
that criteria, have they not? 

Mr, DicKERSOX. Correct. 

Mr. Berglajtd. Mr. Baldus. 

Mr. Baldcs. Mr. Chairman, I am concerned. Are we considering 
an amendment that inserts language about the fine of credit? 
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Mr. Bbrolaxd. What I would like to do, if the comimtt«e would 
consent, would be go down those recommendations submitted by the 
Department, take them in order, and if we can agree to them we can 
dis|X)se of those and the go back to whatever other issues the members 
care to offer for consideration. 

Mr, Baldos. In that case then, I would like to go to the meaning 
of the principle to guarantee more than 90 percent of the princip^ 
and interest payment due on such loans. 

Mr. Behglako. If the gentleman would withhold this as item 2 
on tlie agenda, and if the committee would agree, let's take item A 
in the Department's recommendations. It is also in the Senate bill. 
It deals with questions of what we commonly call the secondary 
market. 

That would be an amendment to section A, subsection (h), section 
(2). 

Mr. Murray. We could describe these for you if they will be helpful 
to you for the record. Do you want to take the draft bill? 

ivir. Berglaxd. Take the draft bill section by section. May I 
say some of these are substantive. Let's take each section and dispose 
of them and go on to the next, 

Mr. Murray. The first one, as you will note, on line 5 it places 
a period after the word "hereunder" of subsection (b) of section 2 
and strikes the remaining section. 

What that does is remove a proviso that is in the existing law that 
reads as follows: "Provided the term 'legally organized lendii^ 
agencies' shall not be deemed to include the Federal Financing Bank, 

The effect of tliat first one is to remove the proviso relative to the 
Federal financing bank, 

Mr. Baldus. Does that prohibit a direct loan? 

Mr, Murray. I appeal to tho Department, or John, perhaps you 
know what the reasoning is. 

Mr. Fowler. Mr. Chairman, the problem with the eidsting law 
is the Federal financing bank is not able to hold the guaranteed portion 
of the loan or to purchase the paper that will he sold after the loan 
has been made by the original lender. Does that answer the question? 

Mr. Bbrqland. It answers it to nw satisfaction. As I understand 
it, this would permit the Federal financing bank to merchandise 
these mortgages. That would increase the cash flow of the small 
country banks which typically have serious constraints on their 
total line of credit. I think this is a very important device, 

Mr, Fowler. And in the draft you were handed, that is, the 
Department's draft, to conform to Mr. Erwin's testimony of yester- 
day, you will find that rather than strike that proviso there is a sug- 
fjsted change that would be for the purpose of not allowii^ the 
ederal financing bank to make those loans originally or to service 
those loans. 

In other words, it would limit the activity of the Federal financing 
bank to simply being able to purchase the secondary part of this. 

Mr. Bergland. Are there any views on that particular paragraph? 
The question here is whether or not we should simply eliminate a few 
words in the current law so that the Federal financmg bank could buy 
these mortgages. 

Mr. JoHNSox. Mr, Chairman, I don't understand what the effect 
of that is going to be. What is the effect of that? Does that mean there 
is going to be more money available for the local banks to make loans? 
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How does this affect the accountability of the 82 billion? Will it make 
more money available. 

Mr. DicKERSON. The practical effect of that as we see it is this, 
that normally the small country bank, which has its loan limit reached, 
■would take its overlines and go to a correspondent bank and sell 
that percentage of guaranteed paper that he needed to roll over and 
ke^ him in business. 

During the jjast year the avaOability of funds from correspondent 
banks and other related factors of the secondary market within the 
banking system have been very tight. This particular point of includ- 
ing the Federal financing bank as a portion to get the secondary paper 
into operation simply says that the Government, in operatmg the 
Federal financing bank would say to the Farmer's Home Adminis- 
tration: 

If you will guarantee n loan to a bank and that bank wants to Bell you back the 
flO percent guarantee portion, then we would probably issue a CBO, that ia a 
"certificate of beneficial ownerstiip," and replenish that money to hirn through 
that oiethod. 

This simply brings the Federal financing bank into the secondary 
market aspect and makes it available to the rural banks or other banks 
as it may be needed. It would still not be the type of situation that 
would usurp the powers of the private banking industry. 

It simply makes it available m case it is needed. 

Mr. Johnson. My understanding is there is plenty of money avail- 
able under the terms of the guarantee if they can figure out ways to 
qualify for it. 

Mr. DiCKERSON. This would vary according to States and bank 
conditions. 

Mr. Johnson. What effect does this have with respect to the Fed- 
eral budget? Do we have to file an inflationary impact statement to 
get somethii^ like that? 

Mr. Murray, We have to do that under the House rules. We have 
our House requirements on that. Every report on a bill reported by 
the committee has to have an inflationary mipact statement. 

Mr. Kellj. Mr. Johnson, will you yield? 

Mr. Johnson. Yes. 

Mr. Kelly. Does this mean the small country bank is having 
difficulty with its cash flow and could not find another bank to take 
the paper, that the Federal Financing Bank would then take it and 
receive the same discount that any commercial bank would, so that we 
are not putting a Federal bank or Federal institution in competition 
with the private banking sector but, are simply making more money 
available through this device? 

Is anybody going to say, "Yes?" 

Mr, Pringle. Yes, sir, Mr, Kelly. 

Mr, Kelly. This is just a back up in the areas where money is 
tight. There may be a lot of money in Colorado and not much in 
Wyoming. 

Mr. Bbkql.*nd, Is that all, Mr. Johnson? 

Mr. Johnson. Yes, 

Mr. Bergland. Is there any objection to including the language 
as recommended by the Department of Agriculture? That woifld be 
section 2, subsection (a) dealing with the matter of the secondary 
market. 
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If not, it will be coiiMdered a? n roiroiiiinendatioti of the 
subcommittee. 

Subsection 2 deals with the matter of chan^in}; tlie amount of tlie 
guarantee from the rurrent law which enys SO pero^nt of losses to 
90 percent of the principal and interest on said loan as recMnmended 
by the Department. 
Mr. Baldus. 

Mr. Baldds. I would like to speak to that point and put it into 
context. As I see it, we are changing from 80 percent of the loan. Wo 
are changing the length of loans up to 5 years on the first loan and 
guaranteeing 90 percent of the principal but 100 percent of the in- 
terest for 5 years. 

At 10 percent it takes 7 years for a loan to double. In 5 years vou 
would be almost double. You wouldn't be guaranteeing more th«a 
90 percent, but almost 180 percent of that loan. 

Do you financial wizards here agree with that, or is that incorrect? 
Mr, Pbingle. I just talked to the Department, Mr. Baldus. It is 

90 percent of the principal and interest. It wouldn't be 90 

Mr. Baldus. It would be 180 percent. 
Mr, Phinglb. No. 

Mr. Bergland Could we ask Mr. Dickerson to respond to that? 
What would be the net impact of this proposed change? 

Mr. DicKERsoN. Currently the guarantee is written on 80 percent 
of the loss. The suggestion that has been made is to change that from 
80 percent to 90 percent and drop the word "loss" so you are actually 
guaranteeing 90 percent of the principal and interest. 

Mr. Baldus. But you are guaranteeing to the banker also that he 
will get his interest, or at least 90 percent of his interest. 

Mr. DicKERsoN, Ninetj percent of the principal and interest. You 
are correct. 

Mr. Baldus, So if we took it on a 1-year basis and it was a loss he 
would be guaranteed 90 percent of the loan plus 90 percent of the 
interest, and if the interest were 10 percent he would really get 99 
percent of his money back. That is on 1 year, 

Sinceit is a 5-year loan before it is renewable, and if the loan wwen't 
called at the end of the first year you would have accumulation of 5 
years ^at could be a possible exposure. Is that correct? 
Mr. PoAtee. If the gentleman will yield there? 
If you look at the preseiit law, the present law guarantees that 
increase. It says in (b) that ihe Secretfary shall guarantee loans, 
including botii principal a:nd interest, made by the lender, and so on. 
Then, in (c), it says, no cofttract guaranteeing any such loan shall 
require the Secretary's participation in more than 80 percent of anv 
loss sustained thereon. The loss is tlie interest as well as the principal. 
As I see it we are not ^hanging it. We are not increasing the obli- 
gation or exposure of the Government b>' more than 16 percent. 
Mr. Kelly. Mr. Chairman, may I ask a -question? 
It would seem to me that there might be a substantial change in 
this language. The existing language says the Government will pay 
any loss. I would think that any litigation or difficulty would be 
imposed on a lending agenqy, but with the new language it looks as 
though when the indebtedness became due the Government would 
get the paper and it woiild get the litigation. 
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The Government doesn't need to be in the business of suing citizens 
any more than necessary. 1 would think what we want to do is to 
change the 90 percent and leave the rest of it the way it is. That is 
what we are doin§, wanting to help the farmers, not get in on the 
bloodlettii^ of suing them. 

You people are shaking your heads again in the affirmative. Is the 
answer to that, "Yes?" 

Mr. Fowler. Yes, sir, Mr. Kelly, the answer is that if you changed 
to 90 percent of principal und interest we understand that to mean 
the lending agency would turn it over to the Government at the 
time of default an<l, under the present legislation, there first has to be a 
determination of what the loss is that would require the litigation. 

Mr. Kei.ly. But the language as it exists saj's "any loss." Tliat 
would naean paperclips antf anything. So with anytliing involved in 
in the lose, the Government would stay in, and that would include, 
presumably, litigation costs. 

Mr. Fowler. The reason, as I understand it, for the suggested 
change is not the problem you are dealing with, which wiJ] be a 
problem, but the secondary market problem. If the original lender 
makes a toaa of $100,000, the Federal Government is guaranteeing 
90 percent of the loss. 

Then, it is next to impossible to pass that guarantee portion on 
to some other party. Therefore, you can't turn the money over. 

Mr. Kellt. Why? 

Mr. DicKERSON. We understand the loss factor raises some proWem 
areas in determining how much of the secondary market is actually 
guaranteed ami the intent, whether you leave it at 80 percent of 
principal and interest, or go to 90 percent of pjincipal and interest, 
the intent is that that portion is in the hands of^the secondary market 
at 100-percent guarantee. 

Whereas, if you have a loss factor you have first got to determine 
the loss to determine how much of it is actually guaranteed. Ttis 
is the impediment factor tliey have had in marketing the secondary 
portion. 

Mr. Kelly. It is a common commercial occuri'ence for a bank 
to loan money on a note, then take the note and discount it to anotlier 
institution; isfi't that true? 

Mr. DicKERsON. That is coiTect. 
' Mr. Kbi^y. Then in this instance you have precisely the same 
tiling except you have the United States of America guaranteeing 
90 percent of it. It would not seem to me that would in any way 
diminish its acceptability in the commercial market. 

Mr. DiCKEJtsoN. Only the loss terminology' is the problem area 
there. 

Mr. Kelly. That is a plus, not a minus. 

Mr. DicKERsoN. You have to first determine what Uie loss is 
before you can }|o tJirough litigation and settle it. 

Mr. Kelly. You don't determine loss before you go through the 
litigation. You determine loss as a result of litigation. 

Mr. DiCKERSON. This is true, but then the man who holds the 
secondary market type of paper doesn't know whether he has got 
a guarantee of SO percent of all of it or 80 percent of the loss. 

But, if the wording has changed so il is prmcipal and interest tlien 
he knows what his guarantee is. 
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Mr. Weaver. Will the gentleman j-ield? 

The buyer of paper wants to really know what he is buying when the 
lawyer tells him it is an undetermined loss. When this man asks his 
iajTver, "How much am I being guaranteed in this paper I buy," 
he says, "I really don't know. It is going to be determined by law." 
He says, "I am really not interested." 

By eliminating this word "loss" we know exactly how much of the 
loan is being guaranteed. The buyer of the paper savs, "Okay, I know 
exactly what my risks are, I know what my mterest rate is going to be. 
I will buy it." 

Mr. Kelly. I think that might overlook something. The person 
who would accept this paper would want to know what his protection 
was, and it sajfs any loss will be guaranteed by the Government. It is 
more descriptive than what you said, for this reason; he would know 
he would get his principal and interest back but he might not get his 
legal fees. 

So, with the "any loss" language, he has more complete protection 
than he would with just the interest and principal. 

Mr. Weaver. I don't believe the law applies to the secondary- 
market. It applies only to the original lenders. Is this correct? The 
secondary market doesn't have tliis protection. 

Mr. Kelly. It doesn't make any difference. 

Mr. Baldus. Wouldn't the secondary buyer have all the rights of 
the first lender? 

Mr. DiCKBHSON. The first lender has to assume the 10 or 20 percent, 
or whatever your regulations call for. The problem is, the secondary 
market operator wants to know what he has guaranteed. Under a loss 
concept, he does not know until the litigation occurs and a determina* 
tion of loan is made. 

Mr. Kellt, I3id you answer his question? 

The question is: Do the rights of the original lender go on to the 
secondary purchaser? 

That answer is "Yes"; is that not so? 

Mr. DicKERSON. If the original lender sells the guaranteed portion, 
then the nghte of the guaranteed portion, which is essentially 100 per- 
cent under this kind of situation, are what he has. 

The original lender has to still maintain his responsibility for th& 
loss factor. 

Mr. Kelly. Is the secondary purchaser subject to all the rights of 
the original purchaser? 

Mr. Fowler. I think what you are asking relates not only to rights, 
but obhgations. 

In the secondary market situation, as I understand it, the purchasere- 
of the guaranteed portion do not want the obligations that go with it. 
They want those left with the original lender who would make the- 
loan and service the loan. 

They would simply handle the piece of paper which they could pass 
on to still another party. 

Mr. Kelly. But the question was — and I think it has not yet been 
answered : Does the secondary purchaser get all of the rights under 
the guaranteed portion that he buys? 

Mr. Fowler. Yes. 

Mr. Kellt. So the answer is "Yes." 
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Mr. PoAOB. Does anybody want to offer this amendment for 
consideration of the subcommittee markup? 

Mr. Baldus? 

Mr. Baldus. I would like to further pursue the original question. 

My question, then, is : Under the present way you do business which 
says 80 percent of the loss and under the present law which runs for 
several years, if a person did not pay his interest the first year and did 
not pay it the second year, at the end of the second year would ex- 
posure he 80 percent plus 2 years' interest? 

In other words, the interest is a part of the loss of the lender or is 
the principal the guaranteed part? 

Mr, Fowler. Mr. Baldus, under the present system, should thera 
be a default and a loan is not continued, a loan is liquidated, then the 
original lender has the responsibihty for selling the assets for deter- 
mining the real loss in this loan situation. 

That would include principal and interest and there would be a loss 
left of a certain amount which would include both principal and 
interest. 

At that point, the Government's guarantee would become operative 
under this legislation. It would cover SO percent of that loss. 

Mr. Baldus. The principal and accrued interest. 

Mr. Fowler. The mterest would be included. 

Mr. Baldus. Under the new provision, at the end of the second year, 
at the end of the fifth year — if it went to that — the Government 
would guarantee 90 percent of the principal plus 90 percent of the 
accruea interest at that time which would oe considerably more than 
the original loan and, if the original loan were made for $250,000 — it 
could be $400,000. 

Voice. What I understand you are getting at is the distinction 
between a guarantee on just the principal and a guarantee on principal 
and interest. 

Under the suggested change, alt of these changes that deal with the 
word "loss," the Government guarantees principal and interest. 

The guarantee would run to whatever tne prmcipal interest was at 
the tim,e the Government had to buy the paper back, to pay oflE its 
portion, 

Mr. Baldtts. That would not be considered to be in violation with 
the $250,000 limitation if it occured in that manner? 

Mj. Fowler. Correct, 

Mr, PoAQB. I do not mean to push this hard but we are tmder a 
deadline.. We have many other titles to consider. 

Mr. Kelly. At this tune, I would like to propose an amendment to 
the amendment. 

The amendment to the second amendment would read: "To guar- 
antee more than 90 percent of any loss sustained thereon • * *" 

I would like just a moment to explain that amendment, if I may. 

As I uuderstnad it, our purpose is to trj' to increase the guarantee. 
If the language is used, as it appears in the original amendment, the 
Government, it would appear to me, would bo obligated to pay as 
soon as the lending agency could show there was a principal and 
interest due. 

If language is used that the Government only has to pay a loss, 
then the lending agency has the obhgation, first, of estabhslung that 
there is a loss which would put the burden of litigation on the lending 
l^ency, rather than on the Government, 
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1 think, also, it Is ^oiog to be less attractive to lending agencies 
brcimse lending agencies would recover only tlieir principal and inter- 
est; whereas, with tlie original language, thoy would bo subject to 
co\er a loss for interest and principal as well as any litigation involved 
witli collecting and determining the loss. 

Mr. PoAQE. The gentleman from Florida has offered an amendment 
tliat would simply strike the words "80 percent" in the current lav 
and replace it with "90 percent" as a substitute to the amendment 
that has been proposed. 

Is there any other discussion? Mr. Melcher? 

Mr. Melcheb. Mr. Chairman, I hope the amendment is defeated 
because I have, myself, wondered why tbe bill, which passed early 
last summer, was not of any help to livestock people and I think wo 
have boon supplied the answer by the Department. 

The wording of simply lia\'ing 80 percent of the loss guaranteed did 
not j>erniit the selling of the paper freely in the market. 

It is a money market; people that deal in paper deal on their own 
terms and if we perpetuate tliis language, there will not be very many 
loans made. 

So I liope we heed the advice of the Department here and, appar- 
ently, the money circles and defeat the gentleman's amendment and 
go on with the original amendment. 

Mr. PoAGE. Question, Mr. Findley? 

Mr. Findley. I apologize for asking the question. 

Does the Department recommend going from 80 percent to 90 
percent? 

Mr. Pringle. Yes, Mr. Findley. 

Mr. PoAGE, The question is on the amendment offered by the 
gentleman from Florida. 

Mr. Bedell? 

Mr. Bedell. Can I have a short question? 

If we do it the way it is proposed, does it mean that it will be up to 
the Government to force collection and handle the litigation on any 
unpaid loans — or, on most unpaid loans? 

Mr. Fowler. Most of the tmie, it would be possible for the holder 
of that secondary' portion to always do that. He could require that the 
Government pay off on its guarantee, if the language is changed, and 
thereby put tnat always in the Government's hands. 

Mr. Bedell. It does disturb me verj' much because I know in 
student loans it has been a catastrophe because the Govemmeot finds 
itself not very good at trjing to collect loans. 

1 want to help the farmer's but I have to agree with Mr. Kelly. It 
disturbs me very much if we are passing something here that says that 
we are going to put the Government into the position of having to 
legally foreclose on the homes and collect the homes. 

Mr. Kelly. Will the gentleman j-ield? 

Mr. Bedell. Yes. 

Mr. Kelly. Mr. Bedell, it is a whole new world for me that the com- 
mercial banking interests do not want more protection ; that they want 
less protection, and there is more protection for a commercial bank 
protected against any loss as opposed to just loss on interest and 
principal. 

I do not want you to protect me just against atomic bombs. I want. 
you to protect me against ever^' thing. 
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. Is th^re any advantage to saying; at least, I know- T "am free from 
the fear of atomic ^onlbs-^-Qr that I arti protected against; ktss op 
■principalancl interest. 

■ ' I Want to know Why the Oovemftierrt is shrouding me with protec- 
, tion on everything. That is the language ; that paper would have to be 
' more marketable. ' 

I realize the Department is influ^tial but' they do not aggregate the 
, induence of all logic in the universe." What they say should be heard 
along with evervming else. ' ' ' 

" Mt. PoAQE. 1D6 yoTi have ft 'sheet before yon marked "A bill 
to amend the Emergency livestock Credit Act of 1974"? That sheet 
lists the recommendations submitted by the Secretary" yesterday, 

Mr. Harkin! Yes; and we are considering subsection (ft). 

Mr. PoAOE. Yes. 

If ther6 is no objection, that subsection will be considered accepted. 
We will move on to subsection (c). ' 

This will change the repayment period; "The loart shall be payable 
in not more thafi 3 years and maj be renewed for not more than 2 
additional years." 

The Departmentrecommended that that be amended so as to create 
the 7-year loan. For your information, the Senate committee has 
recommended a 5-year loan with a 5-year renewal action. 

So the question is:Should we change the remaining period and, if 
so, how? 

A Voice. Mr. Chairman, I think we had better go along with the 
Department. 

This is supposed to be emergency legislation. We passed it as 
emergency legislation. The Department is willing to extend this, as I 
understand, to 7 years. I think that is quite liberal myself. 

In the Senate, they propose to extend it 10 years. The very slight 
advantage that a few people could get does not seem to me worth- 
while. If we adopt the Senate language, we put ourselves in the posi- 
tion of inviting departmental opposition when we get on the floor 
when we could avoid it by making it 7 years instead of 10. 

Mr. Berqland. Are there any other comments? Is there any ob- 
jection of going with that? 

Mr. Baldus? 

Mr. Baldos. I have a question of the Department. 

The statement has been made that it has not really worked and part 
of the reason was the money market. The monev market we know, for 
the last year, has been extremely tight. There nave been all kinds of 
opportunities to put their money. They did not need to monkey 
around with anything at all; top yield for them; and, also, the least 
amount or problems. 

It appears as though we are running into an entirely different kind 
of money market. 

We were in a most unusual money market and we may be in a 
somewhat more unusual money market in years ahead. 

Could you comment on that difference and what effect it might 
have on this le^slation? 

Mr. Fowler. Mr. Baldus, I cannot. I am a member of the General 
Counsel's office. The legal staff. 

My purpose was to simply help you understand what we are saying 
here in the sense of the law. I am not informed about the question 
you asked. 
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I do not know whether Mr, Dickerson can talk about it or not. 

Mr. DiCKERSON. The operation of the prc^am, aa it now stands, 
has had many different reasons for why loans have not been mad^. 
Some have been because of lack of security, others because of lack of 
repayment ability. 

If you write a loan for 3 years and have to have it repaid and you 
eay, we will extend it for 2, that is one item. 

But, if you originally write it for 7 years, which. is easeiitially the 
life of most of the chattel type units, then you have a little better 
method of determining how much money has to be repaid in that 
particular year. 

I might also comment that some, banks have sud they could not 
loan the money because they did not have access to enough fu^ds. 

This is variable across the country. In some of the areas Where we 
have a large num^ber of very small banks, they depend upon their 
loan deposits as a source of funds fof lofuis to customers, 

When those loan deppdts ■veere diverted to other areas of invest- 
ment, then it made a shortage of funds that the bank did not have to 
lend to people for various fanning purposes. 

Mr. Baldus. I understand one of the main reasons the lyans were 
not made is because bankers did not make them. It was not attractive 



Do you still hold to that? That was yesterday. 

Mr. DiCKERSON. I am not sure I get the full import. 

Mr. 3aldus. I think there was a general understanding of the 
committee that that is why we are changing the law; to make it soi^e- 
what easier for bankers to make the loan andm^e them interested 
in it. 

Mr. DiCKERSON. There is no question about it. If you njove from 
an 80 to a 90 percent guaj*antee, it lessens the responsibili"ty of the 
bank in terms of the money they have out. 

: The other thiqg that X think has to be recognized 'is that if a bank is 
loaned up to its Imiit and he wants to sell his overlines, then, under the 
guarantee regulations that are out, the Treasury has ruled that if you 
sell a guaranteed portion, that particular portion does not count 
againstyour loaning limit. 

Mr. Beroland. The question occurs on the amendment offered by 
Mr. Poage to extend the life of the loan to 7 years. 

Is there objection? 

[No response.] 

Hearing none, the amendment is considered as. accepted. 

Mr. Baldus. Does that mean nonrenewable? 

Mr. Bergland. The length is not to exceed 7 years. That would 
allow you to make a 7-year loan, as I understand. The way it is 
defined, there would be no renewal option. 

Mr, DiCKERSON. Correct. 

Mr. Bergland, It could be made for 2 years and renew up to 7. 

Is there objection? 

[No response,] 

Hearing none, the amendment will be considered as accepted. 

Mr, Kelly. Air. Chairman, would an additional amendment to the 
amendment to change from 80 to 90 percent be in order at this time? , 

Mr. Bergland. We have gone past that proposition. Are you talking 
about the question of the amount guaranteed? 



•y Google 



Mf. Kbllt. Yes. 

Mr, Bergland. We have covered that question. Of course, the 
^matter will come back to committee again when we have a bill before 
Tfor final consideration. 

Mr. Kelly. Could we consider it now? 

Mr. Bbrgland: We disposed of ' the question, as I understand it. 

We will go, theni to item (d) on the list. That deals with the line of 
•credit question. The current law limits. the amount of money to 
^250,000 and, once they have exercised their rights under the law and 
jaid ofiE the loan, they are no longer eligible. 

This would enable them to maintam up to $250,000 in line of credit. 

Any comments? Anyone move the amendihemt? 

Mr. PoAGK. I move it. 

Mr. Bbrgland. The gentleman from Texas moves the amendment. 
■ Is there any question/Any objection? 

(No response.) 

Hearing none, the amendment will be conffldered as accepted and 
^recommended for the committee bill. 

Item (e) is a termination date which ^tII move to December: 31, 
1976. The current law expires July 25 of this year. 

Mr. DicKBRSON, With a possible 6 months extei^ion if the Secretary 
■determines it is feasible, 

Mr. Bbkgland. The current law «xiHres July 25 of this year with 
'the authority for the Secretary to extend it for another 6 months. This 
would extend the program until December 31, 1976. 

Is there any objection to this? Any questions? 

Mr. Jeffords. Could he farther tixtend it 6 months beyond that? 

Mr. Bergland. He could not, according to this amendm^it. This 
Tvill terminate on December 3 1 of next year. 

If there is no objection, that amendment will be considered accepted. 

Are there any other amendments? ■ 

Mr. Johnson, Mr. Chairman, as I have discussed with, you' and 
'Chairman Poage, the problem that we have experienced in our country 
■relates to section IV of the act. 

It says: "Loans guaranteed under this Act shall be, secured by 
security adequate to protect the Government's interests as detBrmixLed 
"by the Secretary." 

What this has been interpreted to mean is 100 percent guarantee 
■on the part of the Government so that the Government is assured of 
100 percent security on its loans. 

This has been tlie reason why the loans have not been given because, 
if a bank can get 100 percent security, it does, not have to turn to the 
FHA, 

On the other hand, if the FHA is going to require 100 percent 
security, they are not doing anything. That actually helps the 
individual. 

It seems to me what has to be done is to change section IV. The 
rest of these things, I think,, are fine but the real key and the guts to 
this whole thing is section IV. 

I do not know exactly what language should be put in there. We 
should put something in that changes this requirement of the Govem- 
xuent of 100 percent security. We ought to lower that. 
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I think we have to lower it if we want tliis bill to be efiFectivei. Where 
itfihould be, Ithink, is up to the judgment of this committee; whether 
it be 50 percent, 75 percent; whatever. 

The banks, themselves, have the problem of the bankine families 
coming around now and saving; "Look, these gtivs' assets \vhi(;h, last 
year, were- worth $200,000 or $300,000, are now worth $100,000. They 
are worth just about half what they were worth before." 

Most of the people are, technically, bankrupt so we have to do 
iwmething to lower this requirement so the Secretary does not have to 
have 100 percent secured loans. 

I leave it up to you to decide. The language I would insert would 
say; "shall be secured by such eecurity as available;" instead of 
adequate; to protect the Government's interests with the proviso 
■that it does not have to be 100 pei-cent. 

I think we ought to put in a lower limit as to what the security 
guarantee should be because we have a lot of people who are good 
operators who are t«chnica11y bankrupt and could not qualify under 
the provisions of this act. 

The banks do not want to force them under and, at the same time, 
they are in a position where they are going to have to because of the 
banking regulations. 

This does open it up to a possibility of being a bankers' bailout but 
I think that is one of the risks we are going to have to take. I do not 
know how we can get around it at this point. 

Mr. HiQHTowER, Will the gentleman yield? 

Supposing you say something like this: Loans guaranteed under 
this act shall be secured by security which, in the opinion of a lender, 
shall protect the Government's interests. And strike that "as deter- 
mined by the Secretary." 

Put that obligation there at the lending agency, rather than bringing 
it up here for review by the Secretary as to whether or not it is secure. 

Mr. JoHNSOK. I think you have a problem. 

Mr. PoAGE. That will not solve the bank examiners' problem. What 
are you going to do when the bank examiner comes around and says: 
"Do you thmk that is worth $100,000? You do not have $20,000 
worth." 

Mr. HiQHTOWER. Most lending institutions consider things other 
than the actual value of the chattel. A particular borrower could 
be recognized by the lender as being a man who is certaiiJy (j;ood tor 
the money, whereas the Secretarj-, in reviewing it up here, might say 
that does not add up on paper. 

Mr. PoAQB. I think this would cut out tlie problem here in Wash- 
ington. It leaves your problem with the banking industry still in 
existence. 

Mr, Berqland. Mr. Johnson has the floor. 

Mr. Johnson. I yield. 

Mr. HiQHTowEH. I do not think there is anything we can do that 
would completely eliminate the banking examiners' overview, 

Mr. PoAQE, If the gentleman will vield. 

It seems to me that there are problems there. The problem there 
is that.if we do so much that we invite loans that the bank examiners 
are going to turn down, then we have not helped anything because, if 
the bank examiner is going to kick these loans out— if the Government 
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is'gcMng to guarantee soirtething the bank examiner is going to Hck 
out, ilien we have a problem because the local bank cannot make the 
loan. 

. Mr. HiGHTowBR. Where it is a guaranteed loan, does he look at the 
whole loan or just the 8 percent? 

Mr. PoAQE. They look at the whole thing. 

Mr. Baldds. It seems to me that the problem you are experiencing 
here, like the $500,000 — it says loans guaranteed under this act. 1 
presume very few of the loans would call on that provision. 

If we changed the word "guarantee" to loans made under this 
act; I do not think j-ou want to say you should make more than a 
100-percent loan because that is saying you loaned $250,000 on a 
$200,000- 

Mr. Johnson. I think that Is where we are. 

Mr. Balous. If a person buys a $200,000 herd, are j'ou going to 
loan him $250,000? 

Mr. Johnson. To keep the guj's in business who are good operators 
who are now in the situation where they, technically, cannot get 
capital under a loan which is section IV. The banks cannot loan them 
money. 

Mr. Baldtis. My question is: If, at the time the loan was made, 
there was adequate security that woidd remedy the problem? 

Mr. Johnson. You are taking the loan made years ago? 

Mr. Balhus. When the loan was made. You have a termination 
date on it. 

Mr. Bbroland. Mr. Hightower, would you repeat your proposal? 

Mr. HiGHTowEH. Loans guaranteed under this act shall be secured 
by security which, in the opinion of the lender, shall protect the 
Government's interests. 

Mr. Kelly. Would you do that one more time, please? 

Mr, HiOHTOwBR. Loan guarantees outstanding under this &ci — 
loans guaranteed under this act shall be secured by security which, 
in the opinion of the lender, shall protect the Government's interests. 

Mr. Kblly. Mr. Johnson asked a question. 

Mr. Bergland. Mr. Kelly. 

Mr. Kelly. Mr. Johnson suggested that what the Government 
does in this is not a help to the bank in making these loans because 
the bank will loan up to 100 percent anyway, but my understanding 
is, in the normal course, a bank only loans up to about 60 percent of 
the collateral in order to have enough latitude to cover the expenses 
of collection end all of the other factors that would be involved in 
maintaining sound banking practices. 

What the Government is actually doing is telling them that they 
can go on up to 100 percent, rather than staying down at 60 percent. 

I think we are really stretching the thing 40 percent now and 
getting ready to go above that. 

There is one other thing. Here, this morning— I do not know how 
long this paper has been in existence, but I just got a paper this morn- 
ing and there was some question by the chairman with regard to this 
provision about the $250,000. 

Section {d}, as suggested by the Department— I really did not have 
time to read this and try and understand it before we went by that. 

I am certainly very eager to expedite the business of the committee 
but if this paper was in existence yesterday or sometime before that, 
it would be nelpful if it could be circulated in advance. 
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Mr. BxHGLAND. Mr. Kelly, this particular subsection was ia the 
testimony presented by the Department yesterday. I guess that is the' 
first any of us really mew about it. 

Mr, Kbllt. When this printout comes, if wo could get it as early 
as possible, I think it would help because I really have some questions 
about what we did on that previous section that I do not have 
answered and I think it is much more difficult to get the answers down 
the line. 

Mr. Bebgland. If we complete our work this morning, it is pre- 
sumed we would introduce a bill carrying the reconmaendationa of 
the subcommittee and would come back for consideration for aub- 
sequent amendments. 

Mr. Johnson. Let me propose specific language and see whether 
or not the subcommittee will agree with this. 

I would change section IV to read as follows: "l^oans guaranteed 
under this Act shall be secured by such security as is available to- 
protect the Government's interests as detennined by the Secretary 
but 100 percent security shall not be required. 

''An account shall be taken of persons * * *"^then we could add 
these things: "• * ■ the person's background, the banker's judgment 
as to whether or not he is a solid operator, his personal credit"; these 
thit^ that could be added to take into account his history and 
personality. 

That gets you away from that 100 percent requirement. It does 
have some limitations. 

Mr. Harkin. If the gentleman — could you read it a little slower? 

Mr. Johnson [repeating]. "Loans gpjaranteed under this Act shall 
be secured by such security as is available to protect the Govemmrait's 
interests as determined by the Secretary but 100 percent security shall 
not be required. 

"An account shall be taken * * *" of those other things. I suppose 
staff can work up that kind of language. 

Mr. HiOHTOWBR. Mr. Chairman, this matter, as determined by the 
Secretary; do you believe that is essential? 

Mr, Johnson. Since the Government is making the loan, the 
Government is finally resi)onsible. 

Mr. HiGHTOWER. Could we not have the Secretary make the rules 
and regulations about it which would be guidelines to the bank, rather 
than have the Secretary actually— the way this is worded, the 
Secretary actually has to approve the specific loan. 

The loan can be subject to audit, of course, wliich it Avill be by the 
Department but what about the guidelines as spelled out by the 
Secretary? 

Mr. Johnson. Is that not where approval has to come from; the 
Government on a Government-guaranteed loan? 

Mr. Madigax. I wonder if we could get Mr. Murray's attention and 
try to define for liim — see if he can give us some language. 

Mr. Johnson. I am trj-ing to change section IV so that a 100 percent 
secured loan would not be one of the requirements for a man to qualify 
for this section and yet have the FHA take into account thelocal 
banker's recommendation that this is a good operator, he has a good 
operation, but, because of this disastrous drop in price?, his security 
simply is not there as it used to be. 
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These bankers 1 talted to over the weekend kept saying; "There 
are a lot of guys out here we should technically be foreclosing on. At ' 
the same time, they are good operators." 

This is happening all over the country. 

We want to keep them in business; not the marginal operator who 
should not be there to begin with. So we need to change tne languf^e 
somewhere to aJlow for that, 

Mr. MtTRRAY. To do that, you should have an understanding with 
the Department or something in our legislative history as to what we 
mean by adequate security to protect the interests of the United 
States. 

The language of the statute in section IV is very broad. 

The Department, then, in its regulations and construction has a 
range of (fiscretion to be quite conservative on their application of 
that standard, or generous. 

We should, perhaps, have the Department's regulation on that as 
part of our record here and modify, or broaden, or change those parts 
of it that we think should be made more attuned to greater loan 
activity. 

Mr, Bergland. If I might inquire of the Department's witnesses. 
In the instance of a cattle producer who has no equity in land, let's ' 
say they are a tenant, and the paper value of the livestock inventory- 
is less than the money needed. 

Can you or do you by your regulations guarantee a loan? 

Mr, DiCKERsoN. At the present time, we probably would not guar- 
antee such a loan^ 

Mr. Beroland. However, if there is equity in land you could make 
the loan. 

Mr. DiCKERsoN. This is possible. 

It is also possible for us to take a personal typo of security— -stocks, 
bonds, and things of that sort — rather than chattels such as livestock 
and tractors but if the total amount of security is not there in any 
way, shape, or manner from any source, the current regulations would 
prohibit us from making the loan. 

Mr. Bergland. The gentleman from Colorado makes a point. 

There are a number of producers in his State — and I am sure these 
are found elsewhere— who are, on paper, banknipt because of the de- 
cline in the value of the livestock mventorj' and, because of that 
decline, they are unable to qualifj' for this loan- 
Do you know of any way by which that problem could be met? 

Mr. Melcher, Would the gentleman yield? 

Mr. Bekglanr. Yes, 

Mr. Melcher. Mr. Dickerson, could you suggest, for the commit^ 
tee, some language that they must have available when they make 
those disaster loans, such as crop disaster loans? 

Surely, at that time, with that type of loan, you do not get lOO 
percent security. 

, Mr. Dickerson. I am aware that the Department has not discussed 
the current topic. We could make available to "you, however, our cur- 
rent regulations in the regular emergency and also in this livestock 
em!ei^ency legislation. 

Mr. Mblchee. I am asking, do you not have available some recom- 
mendation as to language that would parallel whatever you use on 
disaster loans? 
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Mr. DicKEBsoN. That is what I am relerrmg- to;, that we > do Jiave 
regulfttioDs oji the regular emergency program. We wyi.pmke those 
available. 

Mr. Madigan. I would like to address this to Mr. Murray aud the 
gentlemen from the Department. 

I wonder if it would be possible to construct something that would 
establish for the purposes of security for a loan the value of cattle 
beii^ an average of, their sale price over the last 5 years, rather than 
the current market price? 

I wonder if that would not solve our problem. 

My question to you people, first, is, How can we do it? And, second, 
Is it possible? 

Mr. MtiRRAY. Mechanically, there is no problem about doing it. 
Either put it in the law or in our committee report saying: "this is what 
the committee intends the law to be construed as bemg adequate," 

Again, if the Department ^yees to it with the committee, they can 
incoi'porafce it in the regulations. 

Mr. DicKEBSON. I would not speak for the Department in this 
respect at this time. 

ilr. dB la Garza. I would just like to caution that we are spend- 
ing too much time on something we have very little control of. 

I hate to tell you but a bank any place, a bank of south Texas, 
does not automatically make a loan because it has a Government 
guarantee. There are a lot of other factors involved. 

We can handle what we would like the Secretary to do in the legis- 
lative history but a bank sitting out there looks at a myriad of otner 
things, including whether they like the fellow or not. 

Just because you say, I have a 90-percent guarantee from SBA or 
FHA does not automatically get you a loan. I think we are wasting 
too much time on this because too many other things that we cannot 
control here, such as the State bank regulations. Federal FDIC regula- 
tions, and the banks. 

Besides the ultimate decision is made by the loan officer of that 
bank. If he does not like the color of your eyes, loan guarantee or not, 
he is going to make that loan. 

Mr. Johnson. If the gentleman ■will yield, I have to disagree with 
what you said because this is what the bankers and the borrowers are 
telling me is the key to the whole problem. The rest of it is immaterial. 

This is the problem when you get right down to the issue of keeping 
the legitimate operator in business. 

Mr. DE LA Garza. Someone is telling you the wrong information. 
It sounds like the banker. 

The banker does not want to make that loan and is hiding behind 
the fact of what the Government does not do. That is what is 
happening. 

Mr. Bebgland. Mr. Jeffords? 

Mr. Jeffords. It seems to me that it might be possible to get out 
of this problem by merely striking the words dealing with security 
and subsitutine rider regulatory auuiority to the Secretary so it reads: 
"Such as shall oe made under regulations to protect the Government's 
interests, as determined by the Secretary" so that he could, in his 
r^ulations, get around the problems of security and just deal with 
the possibility to repa}' and to get the word "security" out of there in 
line with the legislative history of the expression of our intent. 
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Mr. ]pEp^tAND. We do not have any amendments before the com- 
mittee. .W'e.fiave several suggestions. 

Does anybody have an amendment to offer for consideration? 

Mr. Harkln? 

Mr. Harkin. Mr. Chairman, there is no amendment before the 
committee now on this? 

Mr. Bepgland. Nothing offered as such. We have suggestions, onlj-. 

Mr. Harkin. Mr. Chairman, I will offer one. 

I would like to amend section IV by striking that section and in- 
serting in lieu thereof the following language : 

I^ana guaranteed under this Act shall be secured bj' collateral which, Id th« 
opiniou qF the lender, shall protect the Government's interest but need not equal 
100 per cent o( the amount of such Government interest. 

Mr. Bbrgi^nd. We have an amendment offered by the gentleman 
from Iowa. 

Any discus.sion? 

Mr. Kelly, I would like to speak to that. 

This gives the lender a key to the treasury. The lender, then, is 
detern^ning whether or not the Government is secure. 

Any effort that is made to try and reduce the security below some 
specified: .amount is simply going to cause loans to go the same way 
everything else goes. If you have the political muscle, you are going 
to get the job done. 

Because, when the Secretary makes these decisions, and there is 
no spec;ific criteria, then it is simply a ball game. 

If this is an emergency bill to cover an emergency situation and we 
now have a line of credit extendii^ over a period of 7 years, this 
means a person can be borrowing money 7 years from now that has 
nothing to do with the existing emei^ency at all. He should be ad- 
dressing himself to repaying the money he has now and which he 
needed as a result of the emergency and now we are saying it is just 
going to be a political decbion without specific criteria as to whether 
or not the Government is ever going to get its money back. 

That is an entirely different kind of bill than exists now because this 
bill guarantees loans with reasonable security and guarantees to the 
Government tbe paper. 

Mr. Hahkin. If the gentleman will 3'ield. 

I think that is what we are trying to get away from; trying to get 
away from political decisions and things. 

I think my amendment goes right to the heart of it. 

It goes down to the banker and the landowner, I agree, sometimes 
Mr. de la Garza is right. They make decisions based on other activities. 

I feel most of the bankers in my area know the situation with the 
farmers much better than the Secretary does. I agree with the gentle- 
man from Colorado. 

From what I hear it is this very part of the act, itself, that is not 
getting the loans out — the paperwork and everything else they have to 
go through. 

I think it ought to be a kind of a one step thing. They can go to the 
banker and let the lender make his opinion as to whether or not that 
collateral is sufficient with instructions that it need not equal 100 per- 
cent of the 90 percent that is left over. 

Mr, pQ^RE. Will the gentleman yield? 
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Does the gentleman feel the 10 percent the bankers have to take is 
adeqiinte to see that he is not going to unload a bunch of dead rats on 
the Govet^nient because, at least, he is ^oing to have to Ipse a dime 
every tiinethe Government loses 90 cents; he is going to lose a dime. 

Certainly, the banker is going to be a little reluctant, I would think, 
to say that this is adequate security when he knows that if it is not he 
is going to take a loss before the Government takes any loss because 
the first loss goes to the bank. 

It sefems to me that 10 percent is a pretty good cushion in there to 
make that banker use all his judgment — all his sound judgment. 

Mr. Jeffords. Will the gentleman yield? 

Is there anything in the present law which wonid eliminate a bank 
which presently has a loan secured by, say, 50 percent ; of transferring 
that loan over to a loan under this program where he is going to pick up 
the 90 percent guarantee without any regulatory uuthorify under the 
provision to protect the Government? 

Can anyone answer that? 

Mr. Berqland. Counsel, can you respond to that? 

Mr. IIiGHTOWER. It would seem to me that the purpose of the loan 
cannot be to refinance. That is not spelled out in here. 

I do not believe they are going to make any loans to refinance. It is 
certainly not spelled out. The bankers would be very careful. 

Mr. PoAGE, Mr. Chairman, may we ask tlie Department for a state- 
ment on refinancing language. 

Are you, in fact, presently refinancing these loans, bailing out 
banks? 

Mr. DiCKERSOfJ. The way our regulations are currently written, it 
would be prohibitive for us to guarantee a loan which the banker al- 
ready had and was carrying because it has to be tested for credit in 
this particular program. 

Mr. HoGAN. This amendment would not otherwise change that 
practice. 

Mr, DicKERSOX. No. 

In other words, we are not in the position of guaranteeing a loan 
that has alre'ady been made by a bank. We are looking at the picture 
forward to determine whether or not we ari; going to help the farmer 
out. 

Mr. Johnson. I have a substitute for the amendment. 

My substitute \4'ould, in essence, take care of what we are talking 
about, getting it back into the Federal Government's hands. 

It reads as follows: 



and then add this: 

* * * but 100 percent security shall not be required * * * 

and other factors, including the average price of cattle over the last 
5 years shall be taken into account in making such loans. 

Mr. Bergland. Would you repeat that again? 

Just repea* the last half. 

Mr. JoHNaoN. 

* * * 100 percent security shall not be required and other factors, inoludina the 
average price of cattle over the last o years, shnll be tnken into account in malting 
such loans. 
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We are all trying to get at the same problem and Mr. Murray 
suggested we could just put the language in the report that indicated 
we wanted the Department to change its regulations so as to make 
them a little bit more flexible but, at the same time, if you did that, 
they are under no compulsion to do so and this would give them that 
authority and* that direction. 

Mr, Beroland. The gentleman from Colorado has offered an 
amendment in the nature of a substitute for the amendment offered 
by the gentleman from Iowa, Mr. Harkin. The sum and substance of 
his amendment is that it would require that the Department take the 
price of cattle in the past 5 years into account in determining whether 
or not security is adequate. 

Mr. Nolan? 

Mr. Nolan. Mr. Chairman, I think Mr. Kelly's observations are 
well taken. Mr. Harkin and Mr. Johnson both suggested that' 100 
percent of the loan not be secured. 

That leaves the Secretary or the loaning agent the discretion of 
requiring anywhere from 99 percent to zero for portions of that loan 
to be secured. 

This has a potential of opening up a whole Pandora's Box of political 
abuse and favoritism. 

If we are going to consider other factors, as Mr. Johnson suggested, 
I think it would be wise to spell out what those factors are. The 
factors such as suggested by Mr. Madigan make a great deal of sense; 
talking about a 5-year formula for determining the value of cattle or 
defining the Government's interest as being interpreted to be 70 
percent of the value of the loan or 80 or 50 percent. 

But I think we should be very careful to spell out exactly what the 
Government's interests are hero so we do not open up this thing for a 
lot of potential favoritism and pohtical abuse. 

Mr. HiGHTOWER. Mr. Nolan, I think you are passing over those 
words "adequate security." Saying it could be anjTvhere from 99 
percent to zero, I think, is not really reflective of the wording of the 
amendment. 

Mr. Nolan. You would have to agree that there is that potential 
there ; is there not? In not establishing a floor? 

Mr. HiGHTOWER. Remember, lending officers are responsible to 
their directors and stockholders. They are not going to loan even 
guaranteed loans with no security at all. 

The words are still there; "adequate security." The question is that 
we are trying to modify that, relax it a little bit so that it will not carry 
the strictest mterpretation by the Department. 

Mr. Nolan. I am certain that no banker would issue a loan with 
absolutely no security at all but when they get up into the neighbor- 
hood of 90 to 80 or 95 to 75, you certainly leave a lot of room open for 
paper. 

Mr. Kellt. Would the gentleman yield? 

You start talking about a httle bit here in this atmosphere where $1 
billion floats around like 10 cents in most other places. A little bit would 
have to have more definition than that, so if we are talking about 
5 percent as being a little bit, then you should say it should not exceed 
105 percent. 
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Or, if a little tit means 250 percent, then it should say that, 

Mr. Nolan, I would agree. 

Mr, Kbllt. a little bit really kind of scares me to death. 

Mr. Bbkgland. Mr. Bedell? 

Mr. Bedell. Mr. Johnson, there is some reason j-ou felt jour 
amendment would be preferable to the one Mr. Harkin offered. What 
were you concerned about? 

Mr. Johnson. I was concerned aboiit leaving the total discretion 
with the Tender and not having some kind of jurisdiction on the part of 
the Government which is guaranteeing the loan. 

Mr, Bedell. It would seem to me that is what you were trj-ing to 
do earlier in the ai^ument. 

Mr. Johnson, I was trj-ing to get the Department's regulations 
changed So that they do not have to reqiiire 100-percent security. We 
agreed on that point. 

I |ust believe leaving it to the total discretion of the lender would be 
a mistake, and I agree with what you are saying, that 3-0U ought to 
have a little bit more limitation, 

We ought to define what those limitations should bo, but we 
eridently cannot do that in here, so I finally gave up. 

Mr. PoAGE, His amendment does put a penalty on the — you are 
going to lose the first time because you lose first before the Government 
loses anything. 

I think that is the real protectiffli that is provided. That is really 
the only purpose of limiting this to 90 percent. You might make it a 
100-percent guarantee if it were not for the fact that you are putting a 
penalty on that bank if the bank guesses wrong. 

If that bank becomes too liberal, the bank, not the Government, 
pays the first loss. The bank is going to lose money every time the 
Government loses money. The Government cannot lose money with- 
out the bank losing. 

If the bank overestimates those cattle by 20 percent, the bank will 
take 10 percent and the Government will take 10 percent, but it seems 
to me that that is a tremendous break on the bank. 

They are not going to overestimate those cattle. They are going to 
take into consideration the kind of things you are talking about. They 
are going to know whether he is a successful operator or a fiy-by -night. 

The bureaucrat sitting in Wa.shington is not going to know that, or 
even down at Temple in my State where the headquarters are. 

The man sitting there cannot know. Local bankers could not know. 
It seems to me letting the local banker take the responsibility and 
suffer a financial loss if he guesses wrong is about the best protection 
we can give the Government. 

I think it is better than any rules, an^'^vay, when you make some- 
body risk his own private money. I tiiink that is about the best 
protection you have. 

Mr, Bergland. Mr, Harkin, would you read your amendment 
again? 

Mr. Hahkin. "Loans guaranteed under this act shall lie secured by 
collateral which, in the opinion of the lender, shall protect the Govern- 
ment's interest but need not equal 100 percent of the amount of such 
Government interest." 

Mr, Bergland, Mr, Nolan? 
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Mr, Nolan, The gentleman from Texas is really raising a good point 
to my mind, here. 

If we passed a provision that said the Goveiiunent's interests shall 
not be defined to be more than 50 percent of the value of the total 
loan, from what you have said, it would really not make a whole lot of 
diiference to the lender. 

He is concerned about that 10 percent that he might lose. Really, 
our whole discussion is not really addressing ourselves to the problem. 

The problem, mainly, of the lender in looking of the loan that is not 
secured that he stands a chance of losing 10 percent on— it is really 
hat 10 percent that is keeping the banker from issuing loans that are 
not secured very well; even loans that are secured. 

Mr. Jeffords. I would like to make one brief comment. 

I do not believe my original question has been answered correctly. 

Wlien I look at section III, subparagraph (a) (4) , I still see problems. 
If you remove the authority of the Secretary to determine what is 
adequate secunty, I think you are giving broad latitude to the banks 
to determine what the public interest is. This could lead, to litigation 
and all sort of problems, especially in the refinancing area. 

I just raise that question. 

Mr. IIiGHTowEH. I just Wanted to say, as a quick response to 
Mr. Nolan, theproblemof feed loss has not been the lack of willingness 
of the bank. There are bankers that worked and worked and worked 
to get a loaa through and could not get it through. 

With the law that is proposed by Air. Harkin, they would 

Mr. Nolan. Would tne gentleman yield? 

In your judgment, what kind of security are the bankers willing 
to settle for? Ninety percent? Fifty percent? 

Mr. HiQHTowKH. What we are talking about is discretion. Let the 
banker have the discretion, and if he had that discretion, the loan 
would have been made; if he had had it under the law. 

Mr. Nolan. I guess it would be helpful if we do state what percent- 
age of the security they would be willing to settle for. 

Mr. Bergland. Let me suggest that we are approaching the hour 
when we must adjourn. 

It will be necessary for us to introduce a bill, and it will be re- 
referred to the joint committees. We will then proceed to mark up 
the bill, and it will give us the weekend, then, to think about these 
things. 

This has all moved rather rapidly, as Mr. Kelly has pointed out. 
This would allow us some time to go over these matters in some 
depth and detail. 

I would surest, without meaning to cut off debate, that we attempt 
to agree to some tentative language we can introduce and think about 
it over the weekend and come back and consider it at the earliest 
possible date. 

The pending question is an amendment offered by the gentleman 
from Iowa, Mr. Harkin, to which there was an amendment in the 
nature of a substitute offered by Mr. Johnson. 

Mr. Kelly. Could I ask one question? 

We have been talking here about the fact that there is a requisite, 
now, for 100 percentr— for the loan not to exceed 100 percent of the 
collateral. 



•yGoogIc 



Where, in this bill, does it specify that? '" [ 

Mr. Bergland. It does not. ' 

Mr. Kelly. The answer is that it does not and I submit t(j you that 
the interpretation that has been given to the existing language is 
going to be given to the language we are going to use now and that 
you, in eflfect, are not going to accomplish change unless you'be more 
specific than that. 

Mr. Bbrgland. The language under section IV of the law is very 
broad. The Department has, by regulation, narrowed it. 

Mr. Kelly. This interpretation is going to be incumbent on the 
new act by the same authority or the law is going to impose it because 
they are going to say that this is what was expected before as being 
sufficient protection for the Government. 

Mr. PoAGE. If you adopt the Harkin amendment, it specifically 
changes the language up here and they cannot say, you applied these 
regulations last time and we will apply them this time, because that 
amendment will say that the security must be such as is considered 
by the lender to be adequate. 

You cannot, then, change that to say it will be what the Department 
decides. 

Mr, Kelly. Mr. Poage, that is true, but the language I am talking 
about is "adequate to protect the Government's mterests". That is 
what has been determined to be 100 percent. 

That same language is in the amendment and is going to have the 
same interpretation and it is going to 

Mr. Poage. It cannot be the same — "as determined to protect the 
Government's interests as determined by the lender." That is what 
his amendment says. 

This now says: to protect the Government's interests and the 
Department; while we decide what is necessary to protect the Gov- 
ernment's interests. 

But, if you adopt this amendment, the law will say that it must 
be adequate to protect the Government's interests as determined by 
the local country bank. 

Mr, Kelly. The only thing the law changes, Mr. Poage, is the 
person who is going to make the decision. It does not change the 
interpretation. 

Mr. Poage, That is correct and here is the great difference in that. 

The man sitting in Temple, Tex., or in Tallahassee, Fla., or Denver, 
Colo, or anywhere else in the State office; that man probably has no 
familiarity at all with the particular loan and the people involved. 

That little local country bank does know to whom ne is lending 
that monej'. He does know whether that man normally gets a good 
crop or whether he handles them properly or loses too many cattle 
over the year. 

That man down in the State office does not know that but that 
banker does know it so that banker decides — he looks at Glen English 
and sajs, he looks like a good cowboy to me. He says; why, we know 
these cattle are not worth $100,000 but we believe he can come out 
of it and wo will lend it to him and if we make a bad guess we are going 
to lose $10,000, 

So you have the assurance that the bank is not going to lend it on 
some old mules or something or other. The bank is gcmg t« have to 
know they have a chance to come out. 
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They, then, can take into consideration his reputation, and h^ 
character. The man sitting in the FHA office 300 miles away, cannot 
take those things into consideration and that is all we are doitig here, 
is to change the people who are going to make those decisions; placing 
the same obligation on that local bank that it now imposes on the 
Secretary of Agriculture. 

Mr. Butz is known by some cf the folks down in Texas but he sure 
does not know a good farmer from a bad one down there; whereas 
the local banker does. That is all it does; change the man who makes 
the decision. 

Mr, Thone. I move the previous question. 

Mr, Kelly, I have an amendment. 

Mr. Bbrqland. There is a question. Do I hear objection? 

Mr. Kelly. I have an amendment to the amendment. 

Mr. Bergland. Will the gentleman state it? 

Mr. Kelly. That, at the end of the langu^e of the amendment, 
there will be added that the loan shall not exceed 105 percent of the 
value of the collateral. 

Mr. Beboland. The gentleman from Texas has moved to amend 
the amendment in the nature of a substitute bv adding provision 
that the loan shall net exceed 105 percent of the coUateral. 

Is there any discussion? 

[No response.] 

Mr. Beroland. If not, the question occurs on the amendment 
offered by the gentleman from Florida. 

All in favor, say "Aye." 

[Chorus ot ayes.] 

Mr. Bergland. Those opposed, say "No." 

[Chorus of nays.] 

Mr, Bergland. The amendment is not agreed to. 

Mr. Thone, Mr. Chairman, I move the previous question. 

Mr. Bergland. The question occurs on the substitute offered by 
Mr, Johnson. 

Those in favor of that amendment shall say "Aye." 

[Chcrus of ayes,] 

Mr. Bergland, Opposed, "No." 

[Chorus of nays.) 

Mr. Bergland. The amendment is not agreed to. 

The question now occurs on the amendment offered by Mr. Harkin 
and Mr. Hightower, 

Those in favor of that amendment signify by saying "Aye." 

[Chorus of ayes.] 

Mr. Bergland. Those opposed, say "No." 

[Chonis of nays.] . 

Mr. Bergland. The ayes appear to have it. The ayes have it and the 
amendment is agreed to. 

There is one other minor matter that we must have considered. That 
is a provision that is currently pending in the Senate bill by which the 
Department did not register objections; in fact, endorsed the idea of 
using Agricultural Credit Insurance Funds for administrative purposes. 

Is there any objection to having that included in the bill? 

Mr. Hogan. I have that language, Mr. ChauTnan, which I could pass 
out if you wish. 

Mr. Bergland. Does it differ from what we considered yesterday in 
our discussions? 
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Mr, HooAN. You considered it in geuoral. It is a liille bit differently 
worded than it was generally stated yesterday. I tun read it to you. 

Such fund may be eiao utUJEed to pay admin Utrative exiieiises uf the Secretary 
necessary to carry out the provisions of this Act. 

Mr. Thone. I move it, Mr. Chairman. 

Mr. Bergland. The matter is moved. Is there any objection? 

[No response,] 

Mr. Bergland. Those in favor, say "Aye." 

(Chorus ot ayes.] 

Mr. Bergland, Those opposed, say "No." 

{Chorus of nays,] 

Mr. Bergland, It has been agreed to, I would ask unanimous con- 
sent that a letter from the Department <*ndorsing mc»*t of the pro- 
posalti that we have accepted here this morning be inserted in the 
record at this point. 

If there is no objection, it will be included. 

(The letter follows:] 

Dkpahtmknt of Agriculture, 
OrFicK Of THi; Gknkral Covnski,, 

Washington, D.C., March 1.',. 1975. 
Hon. W. R. Po*GB, 

GhaiTman, Subcommiliee on Liveatock and Grains, 
House Committee on Agriculture, 
Washingtoa, D.C. 
Hon. Bob Berol.\nd, 

Chairman, Suheommiitee on Conservation and Credit, 
House Committee on Agriculture, 
Washington, D.C. 

Db.\b Mr. Chairmen; Pursuant U) your request, we are enclosing draft legis- 
lation to amend the Emergency Livestock Credit Act of 1974. This legislation 
would accomplish the change.i in the Act which .\s.«istant Secretary William Erwin 
testiiied on March 13, 1973, the Administnilion could support. 
Sincerely, 

Jamics Michael Kellt, 

Assistant General Counsel. 

Enclosure, 

A Bill To Amend the Emehgency Livestock Credit Act op 1974 

Be it enacted by the Senate and House of Repreaentalives of the United Slates of 
America in Congress assembled, That the Emergency Livestock Credit Act of 
1974 is amended as follows: 

(a) Siibsectioo (b) of section 2 of said Act is amended by striking everything 
following the word "Provided" and inserting in iieu thereof "That the term 
'legally organized lending agency' shall be deemed to include, the Federal Financ- 
ing Bunk only to the extent that such Bank may hold the guaranteed portion of 
such loans," 

(b) Subsection (c) of section 2 of said Act is amended by striking everything 
after the word "Secretary" and inserting "to guarantee more than 90 per centum 
of the principal and interest on said loan," 

(c) Subsectitin (f) of section 2 of said Act is amended to read: "Loans guaranteed 
under this Act may be payable over a period of time ns determined by the Secre- 
tary, but not to exceed seven years." 

(d) Subsection (a) (3) of section 3 of said Act is amended by deleting everything 
after the words "Provided, That" and inserting in lieu thereof "the total principal 
balance outstanding at any one time on loans guaranteed under this Act for any 
borrower shall not exceed 8250,000;". 

(e) Section 8 of said Act is amended to read a.s follows: "The provision? of this 
Act shall become effective upon enactment, and the authority to make new 
guarantees under this Act shall terminate on December 31, 1976." 

Mr. Harkin. Mr. Chairman, there was one amendment Mr. High- 
tower and I drafted amending section IV. It has been passed out. 
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Because of the adoption of the last ameDdment, I have not had time 
to think atjout' the changing of the wording but this amendment, wjth 
the recent chaise in section IV-^ r 

Mr. BebolXnd. Is that the one that hah been printed for the mem- 
bers dealii^ with the American Beef Co.? 

Mr, Harkin, That is the one. I wanted to mate sure it was brought 
out. 

Mr. Bebgland. Please proceed, Mr.'Harkin. 

Mr. Harkin. The amendment you have before you deals with a 
problem in a lot of different areas where farmers have been hurt by 
at least three thinss, One is the drop in cattle prices, in my area; 
drought; and the third thing was the failure of the Ainerican Beef 
Packing, Inc. 

Many of these farmers are holding bad checks up to, ih sOme cases, 
some of my neighbors, $40,000 or $42,000; some as high as $120,000. 

American Beef Packers filed for bankruptcy under chapter 11. 
They say they are going to pay it back but that does not help the 
farmer holding the bad check right now that wants to qualifyunder 
this bill but cannot because he just does not have adequate security, 

AH he has is a lot of money tied up in a bad check. 

What this amendment does is make the Secretary aware of the new 
section just adopted. 

"All claims held by these original claimants, creditors of American 
Beef, who are also otherwise qualified under this Act * • * " That 
language is put in so ■ 

Unidentified. It would compare to the list of such claimants. 

Mr. Kelly. How could it be justified under this suggestion that 
every other American citizen has lost money by bad checks would 
not also get the same protection? Or, every farmer that has sold pro- 
duce in a produce market and did not get paid what he was supposed 
to would not be protected, and ad infinitum. 

It certainly is a lamentable thing, I do not see how we are going to 
favor one segment of our population over another. 

Mr. Harkjn. In this regard, if it was just the failure of American 
Beef that would be one tmng, but when you take onto it the drastic 
drop in the cattle market in the last couple of years, a $20 billion drop 
in assets in the livestock industry — the cattle industry we are speaking 
of specifically — and then add onto it in my area and other areas of the 
country the drought that occurred last year; when you add those 
factors onto it, then I think it singles them apart from other people 
who may be holding bad checks. 

American Beef was not just a small operation. We are talking about 
somewhere in the neighborhood of $20 million in bad checks they 
handed out. 

Mr. PoAGE. I do want to clear on the record that I do not favor the 
U.S. Government sheltering everybody's losses, regardless of how 
they occurred, but it seems to me there is possibly justification here. 

We would all like to be helpful here. I think we all realize the fanner 
had nothing to do with this. It seems to me that there is justification. 

What we are doing is not paying the debts of the American Beef 
Co., but the U.S. Government has, by its own act, through the bank- 
ruptcy laws, kept these people from getting anything quickly. 

The American Beef Co. has some assets; we hope enough to pay 
these things off but the Government has sealed those assets away 
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from these creditors where they cannot go out and garnishee anything, 
they cannot take anything that belongs to the beef company. 

So all we are saying here is, not that the U.S. Government is goii^ 
to pay your debts, but we will take these as security for one of these 
loans because we have, in effect, kept you from getting your money 
by our bankruptcy laws. 

We have kept you from getting any money. 

Obviously, we hope, under the bankruptcy laws, they will get back 
a larger percentage than they would otherwise. 

It seems that is the rationale on which we can justify this. It is the 
rationale on which I expect to vote for the amendment. 

Mr. Thone. Would the gentleman yield? 

Mr. Poage, in reading the papers 

Mr. Bergland. Excuse me. 

Before you gentlemen leave, may I announce that we intend to 
introduce a bill embodying the principals agreed to tentatively in the 
subconmiittee this morning. 

Those who wish to join m as cosponsors leave your name with Mr. 
Pringle. 

Mr. Thone, The trustee of bankruptcy, as I understand it, released 
the feedlot yesterday and agreed to the sale which will be about $25 
million— $2'^ million; 10 percent. 

This is going to wipe out the fixed credit general act. It is also going 
to apportion out 10 percent to all of the other creditors. 

They have other proposed sales. 

What concerns me, Mr, Poage, is that we are writing into this bill 
this specific language here which somebody on the floor — Mr. Peyser 
over here, my good friend and colleague — is going to say; now you 
are going to put in there as credit bad checks. 

The whole bill is going to be in jeopardy. 

Did the preceding amendment not take care of this thing we had 
done? Can the banker not decide now whether this thing looks like 
it has any value to it down the road? 

Mr, Harkin. This specifically directs the Secretary to take in terms 
of the Government's mterests, those had checks evidence the claim. 
The claims will be sufficient evidence. 

Mr. Thoxe. You are writing into the Federal law that bad checks 
should he considered a security. 

I can see what my friend Peter Peyser is going to do with that on the 
Floor. 

Mr. Johnson. It seems to me that you have already given the total 
discretion to the lender and this is taldng somethmg away from him. 

Mr. Bergland, The time is up and the question occurs on the 
amendment. 

All those in favor say "Aye." 

{Chorus of ayes.] 

Mr. Bergland. Opposed; say "No." 

[Chorus of nays.j 

Mr. Bergland. The ayes appear to have it. 

It will be in the bill and subject to review. 

Thank you. 

The subcommittee stands adjourned subject to the call of the 
Chair. 

[Whereupon, the subcommittee adjourned at 12:16 p.m., subject 
to call.] 
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BUSINESS 3IEETING 



■wednesday, makch 19, 1975 

House of Representatives, 
Subcommittee on Livestock and Grains and' 
Subcommittee on Conservation and Credit of the 

Committee on Agricultorb, 

Washington, D.C. 

The subcommittees met at 9:30 a.m., pursuant to call, in room 1301, 
Longworth House Office Building, Hon. W. R. Poage (chairman. Sub- 
committee on Livestock and Grains) an<l Hon. Bob Bei^land (chair- 
man, Subcommittee on Conservation and Credit) presiding. 

Present: Representatives Poage, Bei^land, Mekher, Nolan, Weaver, 
Baldus, Hightower, Bedell, English, D'Amours, Sebelius, Findley, 
Thone, Johnson, Kelly, and Hagedom. 

Mr. Poage. The joint meeting of the Subcommittees on Livestock 
and Grains and Conservation and Credit will come to ordier, 

I know we don't have a quorum, and I know we are not ever going 
to have, a quorum. Here is Mr. Bergland. 

I atarted tiiis meeting because I figured we woidd never meet on 
time unless we started. I will be glad to have you take over. 

Mr. Bebgland. No, air, you stay where you are. I apologize. I was 
2 hours on the i-oad getting in this morning from Virginia. 

Mr. PoAQE. As I understand it, for the joint meeting of the com- 
mittee we have simply the bill to amend the Livestock Credit Act of 
1974. The committee had agreed on all of the items that are listed in 
this committee print. I think it was, generally, fully agreed. I talked 
to Mr, Harkin yesterday and I understood lie recognized that you 
leave this last subsection 2, beginning with Ime 23 on page 2 and run it 
through line 4 on page 3. 

To leave that in nere would have, of course, amoimted to defeat of tlie, 
bill. I think it is generally so agreed and the Chair has a motion to 
strike that o,ut, 

Mr. Bergland. Mr. Chairman, I so move, 

Mr. PoAQE. And seconded? 

Mr. Sebelius. Yes- 
Mr. Poage. To strike out subsection 2, beginning with line 23 en 
page 2, going down through line 4 on page 3. Is there. any objection? 

The Cha.ir hears none. 

That leaves the rest of the bill, 

Mr. Bergland. Mr. Chairman, when we constructed lines IS 
through, ^2 on page 2 the other daj" we did it ratliei- hmTiedly in 
trying to. put down the words whiuli tended to reflect the wishes of 
the subcommittee. I wonder if counsel is satisfied it successfully 
captured what we intended. 

(Tl) 
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Mr. HoGAN. Mr. Chairman, I don't think you did. When you read 
it I don't tliink you effected what I gathered to be the results you 
desired. 

Mr, Bergland. I don't quite know what this racaas the waj- it b 
writlcn. 

Mr. HoG.\N. I don't either. It would be cooTusin^ and might well 
result in interpretation administratively that yuu didn't desire. What 
it saj'fi now, as I read it, is that the loan need not equal 100 percent 
of tlio security. I suppose that, in effect, is what you have now. 

What 3"ou intended to do is permit the loan to be in excess ot the 
value of the security, 

Mr. HiGHTOWEK. Mr, Chairman, if I may, I think yon have stated 
it in reverse, that the security need not be equal to 100 percent ot the 
amount of the loan i» what it should be. Ait«r our meeting the other 
day I discussed this matter with coun-iel frcm the Department of 
Affficulture. 

I told them I would be happy to have the benefit of their thinking 
as tc the wording. They have submitted to me an alternate suggestion 
reading as follows: 



a the rep.iynient ability of the borrower, is adequate security 

That is all right, except it puts back into the law the thing that 
I was most concerned about taking out, and that is, leaving the dis- 
cretion to the Seci-etarj'. If we could use some of their language and 
take out that "as determined by the Secretary" stt that it would not 
put the matter of whether or not the loan is made on the desk of the 
Secretary at the time then I thitUc it would accomplish probably 
what the committee had in mind. 

Mr. Sebblius. Will the gentleman yield at that point? 

I think the point is well taken. I have been in contact also, as ranking 
Republican on this subcommittee, with theDeparment, They are scared 
of using the words "less than 100 percent. They don't even have that 
in their regular Farmers Home Loan. 

Therefore, presenting a precedent that is going to cause some trouble 
in administering the rest of the act, by saying something less than 100 

fircent. If you use some other language that doesn't say less tban that 
think they could live with it. 

Mr, HiGHTOWBR. I think that we can improve on that and take out 
that 100 percent. I recognize it would be very confusing. 

Mr. PoAGE. If you would just take out the language of their pro- 
posal "as determined by the Secretarj'" it would achieve everj-tning 
they are driving at. 

Mr. HiGHTOWEB. Then say "as determined by the lender," If you 
don't specify then it will imply that the Secretary would have the 
right to make that determination. 

Mr. PoAQE. Probably so. 

Mr, Berolan'd. Mr. Chairman, I thought the language offered by 
the gentleman from Texas captured what we had agreed to. It sounds 
to me like it is right on track. 
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Mr. HiQHTowBR. How about saj^iiig it this way then: 
Loans guaraatsed under .this AcS ehali be seeured by coUatocul adrnJuAfe'to 
protect the gQv^nunentJa intereste as determined by the louder, provided that th9. 
Secretary may accept collateral which has depreciated in value owing to temporarv-' 
economic conditiona, and which, in the opinion of the lender, together with Bra' 
confideuce in the repaymeiit .ability of the borroT/er, is adequate security for the 

Mr. BffDBLt. Mr. Ghiairman, woiiW fh^re be abjection to putting 
"lender" for "Secretary" in both caaeS? It.seemsr to me it would be 
better to be coiistet^iit. ' -.•-:■-■- 
'' Mr. PoAg»; He fHft the word "lender" in both cases. 

Mr. HiGHTOWBR, I didn't reword it the second time to say "lender" 
in lieu of "SeicpeOftry." ■ . . ■ • 

Mr. Bbdell. Is it clef^' that the lender is the bank or the local 
oi^nization tasaklns; the loan rather tiik^• the Department of Agri- 
eulture^ if it is "worded tllia way? ■ 

Mr. PoAGE. The De'partment of Agricultiffe is not a lender under the 
terms of this apt. The Government doesn't lend any money, Tlie 
Secretary merely guarantees. . • ■ 

Is there any objection to accepting the language proposed by Mr,' 
Hightower, which would ;cad: 

Loans guaranteed under this Act shall be secured l>y collateral adequate to 
protect tlie govertilni^nt's interests an dctermini^d by ihi; Iend-3r, proi-idcd the 
lender may accRptthe collateral wtiicti has dnprectaWdin'vntueowinf; to temporary 
economioicoodtttonet and whichy iri the opinion of .the liwdor, ,toJc(liat' with lii» 
confideiice in the repayment ability of the borrower, in adcciuaie security igtr tb» 
loan? ..•■'■'/. 

It aeems to 71;^ that fkcbieyes everythiiig we started out to,do,tiind it 
avoids'tjii^ cleaF-rCUt stattenient that they can taku.soiiicihiiig. les$ thaa 
100 percent, i«[hich I can understand why they wiuit to avoid . that. ■ 

Mr.' Sgbbi.>^^^- We still haven't done. away, with the ,I)iot that tlvft 
Fanners Home Administration wiH have to approve it in. .the (iiial 
hearing 

Mr. PoiQE. They have to approve jt, tut tlion. as to the amount of 
the security, we provided tJio lender shall pase «n that. 

Mr. Bedell. But I think we have done away with, the roqujremeiit 
that they hay^ to approve,. ...,., . .■ 

Mr, Sebelius. If you do you will ruin the thing because then a, 
banker can bring in a 50-pQrccnt loan and have Uncle Sam pick up 40 
percent, an^ you only have 50 percent s<3curity left. 

I think we can't do away with fmal approval if the Government is 
going tQ step into it as far as approval is concerned. 

\Ir. Bedell. It would aeera to me that i^ something wo should ask 
ourcounael tolookintoand thatis 

Mr. PoAGE, We can't just ask our counsel to look into it, we have 
got to act. We have just got about 7 or 8 minuses. 

Mr, Bi^DBLL. It is my belief wo need to have a clause in here which 
will prevent this from being used as bank bailout. 

I don't know how that should be worded but somehow we need to 
take the time to be sure we have in this bill something so the bank 
cannot use it to bail himself out, of a bad loan. 

Mr. Baldu^. In the act, the latter part of the act, there is the rule- 
making ability on the part of I he Secretary. Unless you strike that the 
Secretary will still have that ability. 
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We haven't stricken it. 

Mr. PoAOE. The Secretary's authorization sets regulations in a 
determination to carry out this act. That doesn't give him any right to 
change the act. 

Mr. Sbbelius. The Secretary does have approval, 

Mr. PoAOE. If he finds it doesn't achieve anything he doesn't have 
to approve it. I think we are going to have to make a decision. It is not 
going to do us any good to postpone. 

We have got a quorum present now. Is there any obiection to 
accepting the language proposed by Mr. Uarkin, wluch Mr. Hightower 
just read? 

The Chair hears none. The language will be accepted and will go 
into the bill to be introduced. 

We have agreement as to all of the subsections and we have stricken 
the section that begins on line 2.3, page 2 and ends on line 4, page 3. 
I don't understand that there is anythmg further in order. 

Mr, Bergland? 

Then we will report the bill as in the committee print with the two 
amendments. 

Mr. Berolaxd. I agree. 

Mr. Thoxe- I would recommend one thing, that we circulate to 
the members of both committees the amendment, not to the Emer- 
gency Act, but the Operating Ijoan Act. I suggest this at thie: tifiie, 
because FHA people in mj- State and farmei-s in my State indicate 
this woidd be of significant help to them in order to get through this 
financial crunch. 

I am not going to offer it today because the Department is reword- 
ing it for me. I would like to offer it for the full committee. In essence, . 
under some circumstances now they can't e.vtend the payment of an 
operating loan and the farmer then gets two operating loans and 
ends up with two large monthly pavments. 

What this amendment would do would be to allow borrowers to 
combine the loans and extend the periods and reduce the monthlv 
payments. I am not going to introduce this until I get the exact word- 
ing from the Department. 

Mr. Bedell. Mr. Chairman, are we going to have hearings on this 
lat«r? 

.Mr. PoAGE. We have had the hearings. This is the end of the hear- 
ing. We are reporring the bill to the full committee. The full com- 
mittee will act on it as the Chairman sees fit, 

Mr. Bedell. I am new here. I support this but I am very much 
concerned over the fact we have an Ag bill over at the House now. 
One of the big complaints is we didn't have adequate hearings on the 
bill, which is a fairly major bill. 

I would hope we are doing this well enough in our preparations so 
we are not bringing something forth over there for which we receive 
a similar complaint. 

Mr. PoAGB. The Joint Subcommittees held hearings last week with 
everybody who said they wanted to be heard . 

Mr. Bedell. That was only the Department of Agriculture. 

Mr. PoAGE. They were the only ones apparently who wanted to be 
heard. 
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The Cliair now calls upon anybody here present who wants to be 
heard on this bill. Is there anybody who wants to be heard on this 
bill? We-will hear them. 

The Chair hears no response. The record will so show. 

All those in favor of reporting the bill will hold up your hands. 

It is unanimous. The bill will be reported. 

Mr. Thonb. Will all of us cosponsor the bill as it is reported? How 
will you handle it? 

\fr. PoAOE. Anyone who wants to. Mr. Bei^land will introduce the 
bill and everybody else can join. Why don't we get a list of those who 
want to join right now? 

Mr, Kelly. Mr. Chairman, I am sure it was an oversight but there 
was not a unanimity. I didn't vote. I am developed funny, but I 
didn't have my hand up. 

Mr. PoAGE. Note Mr. Kelly — 

Do you want to vote no, aye or present? 

Mr, Kelly. I will vote "no." 

Mr. PoAGE. All right, it will be so noted. 

The committee now stands adjourned subject to the call of the 
respective chairs. 

[Wfeereupon; at 9 :54 a.m. the joint subcommittees adjoumed.l 
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WEDNTSDAY, HABCH 26. 1875 

H0U8E OF Representatives, 

Committee on Aqricultuee, 

Washington, D.C. 

The committee met at 11 a.m., pursuant to adjourmnent, in room 
1301, Loi^worth House Office Building, Hon. Thomas S. Foley 
(chairman) presiding. 

Present: Representatives Foley, Poage, de la Garza, Vigorito, 
Mathis, Bergland, Bowen, Litton^ Brecfemridge, Richmond, Nolan, 
Weaver, Baidus, Krebs, Harkin, Bedell; McHugh, Engliali, Fithian, 
Jenrette, D'Amours, Wampler, Sebelius, Findley, Thone, Johnson, 
Peyser, Jeffords, Kelly, Grassley,- Hagedom, ana Moore. 

Staff present: John Rainbolt, counsel; Hyde Murray, counsel; 
John Hogan, associate counsel; Fowler O. West, stafi director; L. T. 
Easley, press assistant; Steve Allen, Steve Pringle, Nick Ashmore, 
and John Baize, staff consultants; Glenda Temple and Mary Jarratt, 
staff assistants. 

The Chairman. The committee will now without objection return 
to consideration of H.R. 6235 to amend the Emergency Livestock 
Credit Act of 1974. 

[The text of H.R. 5235 follows:] 

(H.R. £239, Mth Coag.. ist sesa.] 
A BILL To exaead the Era«rgancr Llnntock Credit Act o[ m4 

Bt ii tnacled by the Senate and House of RepregerUalives of the United Sitter of 
America in Congress assembled. That the Emergency Livestock Credit Act of 1974 
is amended an follows : 

(a) Subsection (b) of section 2 of said Act is amended by striking everything 
following the word "Prmn'ded" and inserting in lieu thereof "That the term 'legally 
organized lending agency' shall be deemed to iuolude the Federal Financing Bank 
only to the extent that such Bank may hold the guaranteed portion of such loans.", 

(b) Subsection (c) of section 2 of said Act is amended by striking everything 
after tbe word "Secretary" and insertinjj "to guarantee more than 90 per centum 
of the principal and interest on said loan.". 

(o) Subsection (f) qE section 2 of said Act is amended to read: "Loana guaranteed 
underthis Actmay be payableoveraperiodof time as determined by the Secretary, 
but not to exceed seven years.". 

(d) Subsection (a) (ii) o( section 3 of said Act is amended by deleting everytlung 
after the words "Provided, That" and inserting in lieu thereof "the total principiu 
balance outatMiding at any one time on loans guaranteed under this Act for any 
borrower shall not exceed $250,000;". 

(e) Section 8 of Baid Act is amended to read as foUo^vs; "The provisions of thia 
Act shall become effective upiin enactment, and the authority to make new guar- 
antees under this Act shall terminate on December 31, 1976.". M ' 

(f) Section 4 of said Act is amended to read as follows: "Loana guaranteed 
under thia Act ahaU be secured by collateral adequate to protect the- Government's 
intereSa, as determined by the lender: Provided, TJiat the lender may accept 
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willaternl which has depreciated in value owinf{ to temporary economic cmditirins 
and which in the opinion of the lender, together with his confidence in the repay- 
ment ability of the borrower, is adequate security for the loan.''. 

(e) Section 5 of said Act ia amended by adding a new sentence at the end therc.)f 
stating, "Such fund may also be utilized to pay admini.atrative e:tpenseM of the 
Secretary necessary to carry out the provisions of thi-i Act.". 

The Chaibman. Mr. Hogan? 

Mr. HoGAK. Mr. Chairman, I have here for the roasidcratioii of the 
members a memorandum which explains the House bill and al.oo 
niake.« reference to the Senate version of t}iis bill, S. 12.36, which was 
referred to the committee on March 21. 

I also have a copy of the letter from tlie Depnrlmcnt of Agriculture 
commenting on the House version of the bill, and taking exception to 
subsection (F) of the House version of the bill. 

We also have present a representative fr(.m the Treasury Depart- 
ment, Mr. Cavanaugh, to answer such questions as t,ou might nave 
with respect to the Federal Financing Bank and representatives from 
the Agncultural Department to respond to inquiries with respect to 
the Department's position. 

The Chairman. The Chair will recognize the gentleman from Texas, 
chairman of the Subcommittee on Livestock and Grains. 

Mr. PoAGE. I consider this, Mr. Chairman, an extremely important 
piece of legislation. I hope we can stay with it so that we can report it 
out before w^e leave. We have nothing further than the practical rea- 
son that if we go on from here without taking any action, we are 
certainly going to be properlv charged with being more interested in 
going on a holiday than legislating. 

The subcommittee has gone over this in some detail. I have not 
compared it with the percentage provision but I recognize we hope 
to bring them together but what we are trains to do here is to try to 
make the Emergenoy Livestock Credit Act that we passed last fall a 
little more workable. 

The livestock credit situation has not improved since last fall. 

There is still a tremendous need and we offer several amendments 
M-hicl], taken together, we believe will at least improve the situation. 

The first proposal was simply that we include the Federal Financ- 
ing Bank. Banks may fo^^vard the guaranteed portions of such loans. 

The purpose of it is to extend the availability of credit allowing 
Federal financing to take over this paper. 

Now subsection (2) we amend by providing that free guarantee may 
be from 90 percent. The other Federal proposal is for 80 percent. It 
is simply a question of that 10 percent which had become rather 
important in a good many cases. 

Subsection (c) provides that the loans can be payable for a period 
of time as determined by the Secretary but not t^o exceed 7 years. 
The purpose is to get a line of credit. 

Tms simply provides that the Secretary can refinance these loans 
up to 7 years. Then (b) under the subsection would provide that 
"the total principal balance outstanding at any one time on loans 
guaranteed under this act for any borrower shall not exceed 250,000 
dollars." 

What that does is to allow the borrower to have a line of credit on 
which he can make payments and make a Federal loan rather than 
borrowing it from him and go through the entire procedure of making 
a new loan each time. 
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The amount of the outstandiiig debt is either increased or reduoed. 
We think that that certainly would dehver a great deal more usability 
to the proposed proposal. 

Now the $250,000 is an amoimt that is very much in question. The 
Senate has, as I understand it, tentatively agreed that they would 
use a higher figure than the $250,000 figures. 

1 believe that thej are probably going to use $500,000. Most of 
you had some communication that seems to raise it to as much as SI 
million. The subcommittee felt that it was unwise to raise it beyond 
the $250,000. 

The $250,000 seems to be a sensible amount as far as the committee 
is concerned. Something higher would probably result in a veto of the 
bill but there is a considerable question at that point. 

Now subsection (e) simply puts a limitation on the bill on Decem- 
ber 31, 1976 which gives it, I believe, a 1-year extension from what we 
originally had had. 

Now section 4 of the act provides that the "loans guaranteed under 
this act shall be secured by collateral adequate to protect the Govern- 
ment's interests, as determined by the lender: Provided, That the 
lender maj- accept collateral which has depreciated in value owing to 
temporary economic conditions and which in the opinion of the lender," 
together with the "repayment ability of the borrower, is adequate 
se<;urity for the loan." 

I think that this is the part of the whole legislation and probably 
the matter in which we will have a difference of opinion. The Depart- 
ment feels that this provision is not. acceptable. 

We had hoped that it would be acceptable bacause we felt that 
■wlien he provided that loans should bo guaranteed by collateral 
adequate to protect the Government's interest as determined by the 
lender, that all we were doing was giving the local bank the opportunity 
to make the decision as to whether they considered that the borrowers' 
reputation, experience and ability as an operator would make this 
collateral s\ifficient to protect the Government. 

We thought it was clear that the Government was not impo^g 
any unfair burden on the Government inasmuch as the banker would 
have to accept for every dollar it was loaned — The bank would have 
to accept the most e-ttensive loan. We therefore felt that we were giv- 
ing protection to the Government and tliere would be a great advan- 
tage in leaving to the man on the ground the opportunity to make the 
determination as to the intangible assets that secured the loan. 

The Department, however, is adamant on that point. As far as I 
am concerned, I thmk that it is likely that we would not get the bill 
signe<l into law if we insisted on putting this in here without either 
putting in some provision that the Secretary could find that, in his 
judgment, the loan is not adequate to secure it that he could refuse 
to approve any loan. I think we are going to have to put something of 
that kind in there. 

I call it to the attention of the Committee because I think that it is 
of considerable importance. I think that it is the real matter at issue 
m this bill. 

Now Fection (g) is nothing but providing that the Secretaiy may 
use funds to ^ay administrative expenses that are necessary to carry 
out the provisions of this Act. That is a provision that the Department 
itself wanted. 
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So 

Tdo Hot lMi4 tUeTO is any question about tMt/ 1 tiiirii,Mr.Ch^ 
that you might save a ^atdeal of tiine if we coultl determine Whether 
or not there was objection to other proviaions btljer than sub- 
section'(iO- ■■■■■■■ '',■", 

Of course it Tf oiild expose everything else and then we could deter- 
mine what we wanted to do in this subsection (a). If the subcom- 
mittee did make a decision on it, personally I think -V/e are going to 
have to accept some modification of that. 

But there may be some questions on sonle other items. 

The Chairman. Thank you, Mr. Poage. , 

Mr. Peyser? 
'■ Mr. Peyser. Mr. Chairmftti, following Mr, Poaee's ■suggestion I 
will not refer to the subsection (f) but I am going to offer an amendment 
to strike that at this time. But I want to talk to another point of the 
bill and then come back as you suggest later. 

The Chairman. Without objection, at this point we will pro^^eed 
to discuss those aspects of the amendment other than the matter 
relating to security determination. 

Mr, Peyser, I am going to offer an amendment that I think should 
not be of any problem to anybody. I think that it would be of Value to 
us on the committee. ' ' 

The' amendment would simply be in section 1 1 saying that it is 
necessary for the Secretary to annually report to the Congress the 
effectiveness of this act. In other words, he must report to us indicating 
the number of loan applications that have been made, the numlDer of 
loans that were approved, the financial situation facing us at the time 
of the report. 

He miist report to us the effect of the act on the so-called retail 
inarketing of beef. In other words, I think as you recall the last time 
this act reached the floor, it was a swing of just three votes that either 
passed this act or defeated the a«t. 

That is how close the vote on thefloor'was, 210 to 204. 1 think one of 
the basis of being sure that we know what is really happening here is to 
require part of this act that the Secretary annually should report back. 

I am going to offer that simply as an addition. 

Mr. Poage. Of course, I can only speak for myself and not for the 
full subcommittee. But I do not object at all to that, 

Mr, Peyser. As I say, I think nobody woxild basically object to 
this. I think it is important from our point of view that this be enter- 
tained on the bill. 

Other than that, with the exception on the other section, I liave no 
objection to that. 

The Chairman. Does the gentleman have a specific amendment 
prepared? 

Mr. PBYSEH. I do. 

Mr, HoGAN. We will get copies of it, Mr. Chairman. 

The Chairman, Alt that is being duplicated for submission to the 
membership. The gentleman will be recognized shortly on that matter. 

Is there discussion other than section (f)? Mr. Bei^land? 

Mr, Bergland. Mr. Chairman, I would just point out that this law 
was created on July 25 of last year. Of the $2 billion guaranteed loan 
authority as of the first week in March, $218 million had been com- 
mitted to extend credit to 1,811 borrowers. 
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It is, tjie .subcomndttee's belief that with these changes we ^oold 
see a siibatantial increase in activity in. this regard. The most inj^p^r- 
tant section is the fijst: It creates a secondary market to impiove the 
cash flow of banks. 

Banks told us that they were impaired in their ability to participate 
in this loan program because of the tightness of the available Qa^b 
supphes. The adininistration supports all gf the apiendments «xcept 
item ^f). 

The Chairman. Will the gentleman yield to the gentleiiiaa from 
Indiana? ^ 

Mr. Bebgland. I win yield to tjje gentleman from Indiana, 

Mr. FiTHiAN. I will ask the gentleman from Minnesota as to whether 
or not he has information as to the size of the loan, as to whether the 
S250,000 limitation we are putting in here would be a factor or has 
been a factor in thepast? 

Mr. Beegland. There is evidence that some borrowers would hav8 
liked to have had the opportunity to apply for credit beyond th^ 
$250,000 limitation imposed by law. 

It was the subcommittee's ju(%ment that if we were to raise that 
level materially, it would reduce the number of farmers that could 
ultimately participate in the program. The $250,000 Umit was not 
changed. 

However, we do provide that they can maintain a constant of 
$260^000 Hue of credit which was not provided for in the old act. 

The Chairman. If there is no other discussion, we can proceed now 
to section (f). 

Mr. Kelly. Mr, Chairman? 

The Chairman. Yes, Mr. Kelly. Did you wish to proceed to 
section (f) or tiake up something else? 

Mr. Kelly. I wanted to discuss one other matter. 

The 0HAIKMAN. Yes; all right. The gentleman is recomized. 

Mr. ^ELLY. In subsection (d) that provides for the Bne of credit, 
it would seem that this is a substantial departure from the intent o£ 
the original loan or the original act in that this was intended to be 
an Emergency Credit Act. . 

The act we have in the subcommittee's bill extended the payment 
time to 7 yeai^ from 5 j'ears and then established that there would 
be a line of credit. 

This is eo .that if there is an emergency that exists today, 7 years 
would go by and the individual could still be borrowing money. 

This could, under the provisions of thi.s line of credit, simply 
finance.an operator. In this connection, it sliould be noted in the Senate 
version of this that they have expanded the definition of the people 
entitled to receive these loans from farmers engaged in the practice 
of breeding or raising livestock to ones who have a, substantiid 
operation. 

The character of the act is being changed from an effort to aid on an 
emei^ency basis abona fiile farmer to a line of credit operation extended 
over a period of 7 years to someone who is not totally engaged as either 
a farmer,or 

This possibility is ^rowing as the matter unfolds and proceeds. 

The Chaibman. We recognize the gentleman from Texas. 
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Mr, PoAQE. Mr. Chairman, the purpose of the line of credit is 
piimarily there to take care of the man who has to feed cattle. Of 
Course, he 19 going to be by hand selling almost daily. 

Were it necessary for him to come in and negotiate each time that 
he either made a payment or needed additional money, it would create 
an amount of unnecessary paperwork. 

I think that all of you who are familiar with the U.S. Government 
know that is one of the worst things about our Government. It is this 
avalanche of paperwork falling on us. 

It has to be stopped. It makes utterly useless anything we trj" to 
do. This is an effort to try to prevent some of that paperwork. 

Mr. Kelly. If this gentleman would yield 

Mr. PoAQB. Yes; certainly I would, sir. 

Mr. Kelly. Could not this purpose be accomplished by putting a 
time limit on the line of credit but leaving the payments— the period 
in which you could be paid just 7 years and extend a line of credit 
for 3 years? 

Mr. PoAGE. You could but I just wonder what advantage there is 
there. If they were subsidized loans, I would well recognize the validity 
of the objection that is raised because then there would be a conscious 
effort on the part of every borrower to keep the cheap money. 

But these are not subsidized loans. These loans are made at the 
going rate of interest, the rate that the bank fixes, not that the Gov- 
ernment fixes. The result is that the man is not getting any cheaper 
money than he can get. 

If the need for it expires — I mean, if his financial condition improves, 
he is still not hurting the Government, the banker, or anybody else 
by carrying this line of credit because he is not getting anything ^ven 
to him. 

I think that the difference here and that of where we are subsidizing 
the loan. Now we have some 5-percent loans, you imderstand but this 
is not a 5-percent loan. This is probably an S- or 10-percent loan, 
whatever the banker sees the discharge. 

So I cannot say that there is any real advantage to the Government 
in placing that limitation on him. I do not find any serious objection 
to it but it is Just another aggravation. 

Why do we try to put it all in here? Why do we try to make these 
things as difficult as we can unless we are tryin* to protect the Gov- 
ernment in some way? If it would help the Government, I would 
say yes. 

But I can see nothing to be gained by it. 

The Chairman. You have now before vou the text of the proposed 
amendment of the gentleman from New York, Mr. Peyser. 

I would yield to the gentleman from New York. 

Mr. Pbysbk. Thank you, Mr. Chairman. The proposed amendment 
on this is very simple. What we are really asking for is a detailed 
report from the Secretary at the end of the year of what the impact 
of this act has been. 

How many people have participated as against how many appli- 
cations were made so that we really know next year just what the 
situation is as it relates to this act. 

What the amendment does and hopefully if he has a problem 
with it, I will 

The Chairman. Will the gentleman yield? 
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Mr, Peyser. I will be glad to yield. 

The Chairman. Does the gentleman specifically intend in this, 
proposed amendment that the Secretary would report by January of 
next year? 

Mr. Peyser. I have indicated here annually, as you can see. So it 
could be from the inception of the act annually. I have no preference. 
It is just so we can get a report. 

The Chairman. I ask the question in order to clarify when the 
report would be required. 

Mr. Peyser. From the date of the year of enactment. 

The Chairman, In other words, the initial report would be required 
by the end. of the first year after the date of enactment. Is that 
correct? 

Mr. Pbtsee. That will be fine. 

Mr. Jeffords. Mr. Chairman, would the gentleman yield? 

Mr. Peyser. Glad to. 

Mr. Jeffords, I would like to compliment you on the report, I 
wrot« to every single bank in the State of Vermont and found that 
only one quarter of the banks ever heard of the law, that out of all 
of those banks, there had only been one request for loan appUcations. 

When they called the FHA to find out about the act, the FHA 
office did not even know what the act was about. I would hope that 
this would spur some interest in FHA to get notice out that this bill 
is available so we can use it, 

Mr. Ghassley. Mr. Chairman, I would like to ask the gentleman 
from New York a question about tliis amendment. 

The Chairman. Would the gentleman yield? 

Mr. Peyser. I would be glad to yield. 

Mr, Grassley. Mr. Peyser, would you explain to me the reason 
for the last four lines of your amendment and specifically was the 
original bill suppossed to have anything to do with the retad market- 
ing of beef and the spread in the price of beef between the farmer and 
the retailer and et cetera? 

Mr, Peyser, What I am lookii^ for there is the continual iwciblem 
that confronts the beef rancher as well as the consumer anyway that 
I can find a way of having a reflection of any act that we pass on that 
area. 

To me it seems to be profitable for all of us because the cattle 
prodficer is no better off in this circumstance than is the consumer. 
We know the cattle producers have received very low prices at a 
time consumers are paying very high prices. 

We have seen the exact same situation when the cattle producer 
was receivii^ high prices, the consumer was paying the exact same 
prices whereas where the cattle producer was receiving low prices. 

So I am simply trying to find here an expression by the Secretary, 
a statement by his Department, as to what impact, if any, exists 
between these moneys that are going into this program and the 
retad market places. 

It ia just an e.ipression of his opinion at that time. 

Mr. Grassley. Would you yield further? 

Mr. Peyser. I would be glad to yield, 

Mr, Grassley. All right. 
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Your q^uestion and inquiry is le^timate but does it have any 
relationship with the purpose of this legislation? 

Mr. Pe»3er. I think th«t if anything, in effect, we are promoting, 

hopefully, through this act — we are responding to the needs of the 
cattle producer to give more beef to the maiicet place and be able to 
provide more to the conaumer. 

This, in effect, if there is more beef supply available, does have an 
effect presumably or should have an effect oh the retail price. That 
is my only connection. 

The purpose of this act is to keep the cattle producer in business 
and let him produce and bring his cattle to market. There is no 
subterfuge hidden in this. It is just that we should find out what 
effect, if any, tliis has had on the market place. 

Maybe we ought to go ahead year after year in building a pirogram 
to help in this type of thing. 

The Chairman. Would the gentleman yield? 
' Mr. Petsbh. I would be glad to yield. 

The Chaibman. Would the gentleman have any objection to making 
it a report to both the Conunittee on Agriculture and Forestry of the 
Senat-e and the Committee on Agriculture in the House of Itepr&- 
sfentatives instead of a report to the Congress? 

&Ir. Petsbh. I certainly have no objection, I would certainly 
accept it as a technical change iii the amendment. 

The Chairman. Is it the gentleman's, intention in the last three 
lines of his aiaendment tio require that the Secretary include in the 
report any recommendationa he may feel necessary? 

Mr. Peyser. Well, recommendations, if he has recommendations 
to make. 

The Chairman, Do you meanhterally any recommendations which 
he may have? 
- Mr. Petsbh. Ki^t. 
' The Chaieman. Would that be acceptable? 

Mr, Petser. Without any question. 

The Chairman. Is thiere any dbcussion of the amendment from 
the gentleman from New York? 

Mr. Behgland. Mr. Chairman, I think it has much merit and I 
m'ge its adoption. 

The Chairman. Mr, Hogan? . 
. Mr. Hogak. Mr. Chairman, would you like to have it read with 
some correction so that - 

The Chairman. Yes; would you read it? 

Mr. Peyser. This will be, assuming that you are going to strike a 
section, this would be under subsection (g) . This would be : 
■ Is amended by adding ai the end there6f the toUowingnew Section 11 : 
. Sec. 11" The Secretary shall — striking the word ' "annually" — report to the 
House and Senate j^ricufture. CeiOHiittees on or within one year of the date of 
^^ctment of .the Section, and annually thereafter, with respect to the effective- 
ness of this Act. 

The Secretary shall be required but not limited to include in this report the 
number of loan applications submitted, the number and amount of loans approved, 
the financial situation facing cattl^nen at th« time of the reiiort, the eSeot of this 
Act on the retail marketing of beef and on the farm-retail price spread of beef and 
any recommendations he may have as to the actions which can be taken tg further 
decrease the price spread and to increase the consumption of beef. 

The Chairman, Does everyone understand the amendment? Are 
■we ready for the question? 
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Without objection, tte previous question is in order. 

All those in favor of the atnendment. offered by the gentleman from 
New York, Mr. Peyser, signify by saying '.'aye." . . 

[ChOTUS of ayes.]' ■ ■■' . 

The Chaihman. Opposed?- . '-.' :■ 

[NoJ ,„., ,, ,;, 

The Chairma>i. The ayes have it, and the amendmeiit is therefore 
agreed to. The gentleman from Cali/omia,, Mr, KrebE. 

Mr. Krbbs. i'ef', Mr. Chairman- ■ , 

I have a point of inquiry to the chairman of the subcommittee with 
r^ardtosection {f),if Imay. ; ■ , .. 

The Chairman, Of course,. 

Mr. Krebs, On page 3 of, this report that We received, it states, if I 
may read on the last paragraj^, it saVs "Amendment would permit 
financial assistance paid to bonai fide larmeJB and rancher* if a sub- 
stantial part of their operation involves Che breeding, grazing, et 
cetera of cattle, of livestock." 

My question is, Mr. Chairman, what interpretation is being given 
to the fcenn "substantial?" Are wetalking about devoting 50 percent 
of the time? Over 50 percent? Somewhere in between or what? I 
realize that the Senate report — is that the saale?- 

Mr. Murray. No, the Senate is different.; .-. < : 

Mr. PoAGE. Is the gentleman reading from the Senate yeport? 

Mr. Keebs. I am, Mr. Chairman. , .r 

Mr. PoAOB. I have not gotten to that report, but I hay^. not seen 
that repiir-t. The provisions which you are referring tOr-^T do .not think 
we can give j'ou an answer. I tliiijk the answer to yourquestion will 
have to be du-ected to the people in the Senate rathei; than hf^^e. 

The Chairman. Will counsel make a comment-? ; .. ■. ,, 

Mr. HoGAN. Mr. Chairman, on the next page I think, it defines at 
the top of page 4 what the Senate considers to besubs.tantiali: 

Mr. PoAGB. He has to devote not less tb!B,n 25 percent of his time to 
livestock operation, to not lefc* than 25 pprcent of his fann income, is 
derived from his livestock operation with not less than 25 percent of 
his capital investment is attributable to .his livestpck operations. So 
that would be w'hat the Senate wOuld interpret th^ language, but it is 
not a report from the House. ,. ; . " 

The Chairman. The Senate bill strikes the, words -"for the purpose 
of" in the first section of section, (a) and inserts«'"at the end thereof and 
who have a substantial operation." j ,, ,. . ■, 

Is it correct that that provisitm does not exist in the Hpnse bill? 

Mr. HoGAX. Yes, Mr. Chiirman. That is correct. That constitute^ 
a difference between the two bills- -. . ■ 

The Chairman, Jt there is no further 'discuasion pogarding section 
(a), we will return now to sectijin (f). 

Mr. Peyser. - 

Mr. Pbyseb. On section (f), I would think that really the problem 
here is that this removes any real guarantee with the Government if we 
are going to ,be picking up loan^ that certainly would not be good 
loans. 

There is no question of this. It says the lender may accept collateral 
and it goes on with .that — depreciated valuf^ owing to temporary 
economic conditions which in the opinion of the lender, is sufficient. 
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When you have the banks involved, knowing that they have a 90- 
percent guarantee, I would simply think that we were opening the 
door frankly to many very poor loans that were just made. 

The lender is not placed under any obligation here except that he 
is saying that he thinks it is a reasonable loan even if the collateral 
is depreciated due to the economic situation. 

It leaves all sorts of leeway. The Government could be picking up 
nothing but bad loans. I do not think that is the intention of the bill 
nor do I think it is necessary today because of the difference today 
f^ainst a year ago is that the Administration supports the bill. 

The Administration is now sajdng that they are willing to go ahead 
"with the Department of Agriculture to furtlier the idea of making 
4hese loans with the limits that are set forth in the bill. 

It seems to me with that behind us, we do not have to open the door 
to getting shucked for what could be hundreds of millions of dollars 
■of bad loans, nor do I think honestly that the Congress would accept 
ihis provision if it came to the floor this wav. 

So I would like to surest that on page 2, line 18, that we ought to 
strike lines 18 through Tine 25. On page 3 on line 1 strike (g) and 
insert (f). 

In other words, we simply move that one section up. The effect of 
that would be an amendment to strike section 4 from the bill and 
leave the former section that addressed this part in the original bill. 

I think in the interests of passii^ the bill and getting it through 
without major problems on the floor and also avoiding any potential 
veto from the Administration that if this amendment were accepted, I 
think the bill is in for clear sailing. It would do a major job to help 
the cattle people. 

Mr. Weaver. Mr. Chairman, if the gentleman will yield 

The Chairman. Will the gentleman yield? 

Mr. Peysbh. Yes. 

Mr. Weaver. How would the lender be instructed, Mr. Peyser? 

Mr. Peyser. How would the lender what? 

Mr. Weaver. If we strike section (f) 

Mr. Peyser. The Secretary then has the discretion of approval of 
these loans based on the collateral offer. That is what the act itself does. 

Mr, PoAGE. Would the gentleman yield? 

Mr. Peyser. I would be glad to yield. 

Mr. PoAGE. My suggestion may not be any good but it seems to me 
there is a good deal of merit in the provision that somebody on the 
ground ought — who knows the operator ought to make some decisions 
on the intangible aspects of the loan. 

Suppose we added to the existing language a proviso at the end that 

Erovided further that the Secretary may reject any loan where he 
nds that the collateral offered is insufficient to secure the loan. 
Now that still leaves that up to the bank to make the original 
decision but if the Secretary comes to the conclusion that there is 
something wrong with that bank — if there is colluMon between the 
bank and borrower or that they are foUoning unsound practices, he 
maj' then make a finding that he turns it down, not offhand. 

But if he will make a finding that the collateral is not adequate then 
he does not have to take the loan. It seems to me that gives the 
■Secretary complete protection about anything that he knows about. 
He ov^ht not turn anything down unless he does know about it. 
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Mr. Grasslby. I agree, Mr, Chairman. 

I think that the language in the bill that was passed simply says 
"Loans guaranteed under this Act shall be secured by secunty ade- 
quate to protect the Government's interests as determined by the 
Secretarj'." 

Now what you are suggesting is that leaving the language and 
basically adding the language that is already in the bill. 

Mr. PoAGE. Yes, but the difference would be that at the present 
time the Secretary makes the determination out of hand. It does not 
make am' difference what the bank thinks about it. 

The Secretary makes the determination whether this collateral is 
good or not. Under what I am proposing here the banker would first 
make a determination as to whether he thought the Government's 
interests were protected. 

If he thinks the Government's interests are protected, he then 
would — could make the loan. But the Secretary would have the 
opportunity to reject the loan. 

If the Secretary then found — ^and I think the word "find" has a 
different legal implication from just saying that he has the right to 
reject the loan — he has a right to reject the loan if he finds that the 
collateralis not adequate to protect the Government. 

Mr, Petser. If I could ask the gentleman a question there. 

It would appear to me that that step might even put another delay 
in the completion of any loan because as the law now stands, par- 
ticularly with the administration supporting getting the Government 
money out, the Secretary would estabUsh certain guidelines for the 
banks now. 

This would be a very positive basis because they want to get the 
loans out and the bai^s co\ild be safely going ahead within those 
guidelines. 

It would seem to me under the suggestion you are making the banks 
would first have to act. Then the Secretary would have to act on their 
findings. 

Mr. PoAQE. If the gentleman would yield. The difference, I think, 
is this. Maybe I am trying to draw a distinction where there is not a 
difference. But the difference is, as I see it, is that at the present time 
there must be collateral equal to the value of the loan. 

There is not in a great many cases, cases where we have tried to 
give relief or where this fellow nas bought a bunch of steers at $420. 
They are worth $175 today. 

He has got a hundred of them. He has got a loan there for $40,000. 
There is not more than $20,000 with a value there today in actual 
value of the cattle. 

But the banker, in the terms of this as it is now written, could take 
into consideration whether he thought that man was the kind of man 
who could pay this out or whether he had the facilities there to take 
care or it, whether he had growing for them, whether he had some feed 
that he could put into them. 

Whether he has these things makes a great deal of difference, 
whether that is good or whether it isn't. Frankly if I had a hundred 
head of steers in Washington, D.C, and I had bought them at $150, 
then it is worth $175. It still would not be a good loan because I 
could not ever work them out. 
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Mr. Peyser. Well, I do not mean to ar^c with the chairman. I 
guess my feeling on this is that it might mean more stringent action 
by the ^cretary because then we woind feel that every loan be would 
really have to approre. 

Now we are saying, instead of saying estabhsh guidelines and here 
1b hoftf We ate gbmg Vo make the loan, the big difference is that the 
Administration wants to mdie the loans. 

■ Now the Administfation is sdying, "Yes, we want to go ahead with 
the program * * *" We are going to make the Secretary review 
every one of these loans and then mctKe his determination anywAj'. 

This might be negative or might raise questions, in which case I 
would see, very honestly, Mr. Chairman, I would see a muCh further 
delay and as you mentioned before of not creating extra paperwork, 
I think this would create a whole ne^ level of work. 
I Mr. PoAGE. If tbe gentleman would yield a little further. I think 
fes a practical matter the Secretary would recognize that the First 
National Bank had expertise in this and that the Fifth National Bank 
did not. He would review every loan that the Fifth National 3ank 
Sent in, 

■ He would not tevieW any proposal that the First National Bank 
sent in. I think a practical matter is that whoever was in charge of 
these loans would know something about the people who were making 
the'ioah^. 

■ -With enj' inteHigenco at all he is going to know who is going to try 
to ttiit.oii-er so'tiie inflateill loans. He is going to examine those carefully 
btit hfeisnotgoiligto-ejiamine ei'ery loan tliat comes in. 

Mr. Peyser, Mr, Chairman, I do not want to prolong this, any 
Jlirthe*. T wbill'd likS-to'stahd with the amendment thalt I.am suggesting 
■which T^ould be on' pag^ 2, line IS— to strike lines 18 through 25. 

,0n page 3, line 1 strike (g) and make it (f), which in effect strikes 
tpS'fietrtion. ■ , 

The Chairman. Before the Chair recognizes the gentleman foi* the 
purpose of offering that amendment, I woqld protect, the gentleinaii's 
nghf. ■■'■.■ . i 

It seems tomeit Would be preferable parliamentary procedure to 
eoiisideT any ■profecting amendments to this titJe previous to amotion 
to strike it ^nd'thenfollomngatty efforts to perfect it, which the 
teorninittee agrees on ■or disagrees 'with, then amotion to strike*. ' 

f Tecognize the' eentl*man "for that purpose, so that we do not 
preempt other memoe^s of efforts. . ■ ■ ' 

"Mr; Poa6$;. Mr, Chairman; I'would-like to offer an amendment. 
" -The OhaihWa*!. The gentlfeman is recognized. 

,Mr. PoAGE. To amend the bill qn page 2, the end of line 25 by'add- 
Si^ additional .words "provided further that the Secretary mav'have 
rejected a loa-n where hefirids'that the collateral offered is insufficient 
tosecure the loan." 

■ Mr. FiNDLEY. Mr. Chairman.' 
Mr. Harkin. Mr, Chairman. 

■ The CHArRMAN. Is there discussion on the amendm.ent offered by 
the gentleman from Texas? 

Mr. Harkin. Mr. Chairman, iij response to thatamendinent and in 
roFiponse to Mr. Peyser's other comments on it, I believe that section 
3 in the present act takes care of it. 
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There is nd principal of law where two parts of law cftn-1>e incon- 
sistent with each ath«r. Section 3 of the act says qoite clearlj' a condi- 
tion of the Secretary's guaranteeing any loan under this act. Subpara- 
graph (c) — "The Secretary finds there is reasonable probability of 
accomplishing the purpose of the objections of the Act in repayment 
of the loan:" 

Now that overrides section (f ) ; (f ) only speaks to finding out if there 
is adequate collateral and who determines that. 

Secbon 3 of the act itself says that a coadition of the Secretary's 
guiu'anteeing a loan usder this loan, that he haa to find that there is 
reasonable probability of repayment and that the objectives of the 
act can be accomplished. 

I do mot think that the amendment offered by the gentleman from 
Texas does anything more than modify that. I do not think that it is 
necessary. 

Mr. PoAQB. Gentleman, I do agree with you that it does not cliange 
but I jtist thought I might make somebody feel better. If he can make 
them feel better, we pass the bill, and we would accomplish sonietliing. 

Mr. Habkix. I think section. 3 might have 

The Chair»).ui. Would the gentleman yield to the gentleman from 
Colorado? 

Mr. JohnsonJ Mr. Chairmaji, it seems to me that we are getting 
right back to Uie thing that precipitated a section (!) being written 
into the bill. The members of the subcommittee will recall that I 
brought this point out. 

The problem with the bill r^ht now is that under the terms of the 
language it is circular. The Government cannot make loans without 
100 percent guarantee, at least under the Department's intei^Jretation. 

The local bank would make loans if they could get 100 percent 
guarantee and that is the reason the bill has not bOen effective. 

I triad to present the subcommittee with language ^hich would 
authorize the Secretary to make loans considering other factors 
besides the collateral that is involved because we have got so many 
good operators who are going broke. 

If we are really going to try to help them, we have to accept that 
fact: If we are just going to continue on with the present act which is, 
in effect, cpsmetie which does not provide any aid but makesus feel 
good, then we are not really helping the people in the beef business. 

Now we rare going to have to come along and force the Secretary 
to somehow accept collateral that is lees than 100 perceat guaranteed 
but we have not gotten anj real advantage conring out of this whole 
process. 

Again, we are going through the same thing that we did last year 
whi5i amounts to nothing. It- really amounts to nothing. I tiied to 
present tiie subcommittee with the language that would help. 

The subcommittee did not accept my language so it came up with 
this section (f). Now that seems t<.t me that Cliairmon Poage is 
amending this to protect the right that the Secretary may reject any 
loan. 

We are back in thesameposition that we were before. Mr. Chairroanj 
all the Secretary has to do is saj', "1 do not have a 100-pcrcent guarantee 
on my collateral and I won't make the loan." 

Mr. PoAGE. Would the gentleman yield? Would the gentleman ;-ield? 

Mr. Johnson. Yes, sir. 

61-041— 7B 7 
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Mr. PoAGE. The [iresent clause, as I understand, forbids the 
makings of the loan unless there is 100 percent collat«ral. 

Mr, Johnson. No, Mr. Chairman. It does not forbid it but that is 
the connotation that the Secretary has i)laced on it. 

Mr. PoAOE. With the Secretary's regulations. That is because we 
let him make the regulations as to how he gets the 100-|jercent 
guarantee for the Government, how he gets collateral added to the 
security, answers to the Government. 

It requires that he has collateral sufficient to guarantee the interests 
of the Government. We do not require him to do that. We are saying 
that he could take collateral that does not do that. 

But if he finds that the collateral won't secure the loan — we do not 
say A 100-|iercent guarantee or anything like that — he finds that it 
won't secure the loan. But he could make a finding of that fact and 
turn the loan down. 

Mr. Johnson. Mr. Chairman, it seems to me that you are right back in 
the same position. You never really modify whether the Secretary 

Mr. PoAGE. If the Secretarj- did not want to make any loans I 
would agree with you. I believe, as you just said, the Secretary wants 
to make some of these loans. If he wants to make them, he certainly 
can do it under the terms of this. 

Mr. FiNDLEY. Mr. Chairman, it seems to me Mr. Poa^e has a good 
jirotective amendment. I'm wondering if, in the eyes of the staff 
which will administer it, is it a workable proposal. 

I wonder if the committee staff or ])erhaps the representatives of 
the Department could comment on the adequacy of the proposed 
amendment as to the concerns expressed by the Department, 

Mr. HooAN. Mr. Findley, I think it would be better if the adminis- 
trators respond to that because they know the procedures in effect now. 

Mr. Naylor. Mr. Congressman, with regard to the question which 
you have raised and in reviewing it very quickly back here it would 
be our reaction that it would pose the burden of proof on the Depart- 
ment for any loan that they turned down. Therefore it would place 
us in a position of considerable additional potential administrative 
burden and perhaps even more delay. 

Furthermore, we are very concerned in the Department that, 
particularlv in the first sentence of section (f) that we do provide the 
authority for the Secretary to continue to have the right to determine 
that there is adequate collateral to protect the Government's interests. 

This in any other way presents a difficult problem, I believe, to the 
Department' from the viewpoint— first,, additional administrative 
burden and the burden of proof on the agency. 

Second, it would be perhaps easier and more clear from the Govern- 
ment's viewpoint and certainly the agency's ^"iewpolnt if it clearly 
stated that it was within the Secretary's authority to determine the 
collateral was adequate. 

Certainly there is a softening provision in the second sentence that 
does expand the understanding of collateral under what basic collateral 
concern is. 
■ The Chairman. Mr. Naylor, may I put a question to you? 

Mr. Naylor. Yes, sir. 
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The Chairman. I realize that I am asking for a quick response here. 
But what if the committee added the words "unless otherwise deter- 
mined by the Secretory" prior to the words "loan guaranteed" on line 
19 on page 2, Do you follow what I am seeking? 

Mr. Naylor. I think I am. I have the letter. 

The Chairman. Line 18 now reads "Section 4 of said Act is 
amended to read as follows", and then we insert the words "unless 
otherwise detennined by the Secretar>-, loans guaranteed under this 
Act shall be secured by collateral adequate to protect the Govern- 
ment's interests, as detennined bj' tlie lender". Then we might further 
provide that unless otherwise determined by the Secretary, the lender 
may accept collateral which has depreciated in value owing to tem- 
porary economic conditions, et cetera. 

Mr. Naylor. Mr. Chairman, if I understand your proposal, my 
first reaction would be that that would make it possible for the 
Secretary to, in effect, indicate section 4 in saying unless otherwise 
determined. 

Might I surest, Mr. Chairman, that the same end result might 
also 1» achieved by on line 21 , instead of saying lender, say Secretaiy. 

The CiHAiHMAN. The Secretary may accept collateral which has 
depreciated? 

Mr. Naylor. Yes, sir. On line 21, the first reference to lender ■ 

The Chairman. Yes, that would have the same effect of the exist- 
ing law. I think that, unless the Secretary were permitted to make 
findings that such depreciated collateral could be used— — 

Mr. Naylor. Yes, sir. 

It would be a broader interpretation that this amendment would 
permit but it still would be within the realm of the Government and 
in particular the Secretary, the authority to determine that adequate 
collateral is available toprotect* tlie Government's interest. 

The Chairman. Mr. Fmdley? 

Mr. FiNDLEY. As a substitute for the gentleman's protecting amend- 
ment, I would offer to strike the word lender where it first appears in 
line 21 and substitut* the word Secretary. 

The Chairman. I think that gets us baek to the existing law, 

Mr. Naylob, Mr, Chairman, it would be both. References to the 
lender on line 21 would be changed to Secretary. 

Mr. FiNDLEY. Both leferences? 

The Chairman. Well, Mr. Naylor, if we were to substitute the \\ord 
Secretary) for lender on line 21. would that not amend the bill back to 
its original form? 

Mr. Naylor. Except that you do have the additional liberalization 
of collateral considerations, Mr. Chairman. 

The Chairman, After line 18 to 21, the effect of substituting Secre- 
tary for lender is to restore the- ■ 

Mr. Nayloe. Secretary— 

The Chairman, As it is in the present law. 

Mr. Naylor, Yes, sir. 

The Chairman, By substituting the word "Secretan,-" in line 21 
following the word "provided," you do add new autliority for the 
Secretary to make u broader acceptance of collateral. 

Mr. I^AYLOR. Yes, sir. You do in both instances by substituting 
Secretary in both instances in place of lender in line 21. 
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The Ghairmanl Is that the gentleman's amendment? 

Mr. FindlBt, I intended a word andsuhntituted the word Secretflj-y 

Mr. Wbaveh; Mr. Chairman. Would the gentleman yield? 

Do I have some time? 

The Chairman. Yes, the gentleman from Oregon is recognized. 

Mr. Wbavbr. If we are not looking to collateral, Mr. Chainnan, for 
repayment of this loan, I would like to know more about the borrower, 
I would like to ask the Administration if the borrower is personaliv 
liable for repayment of this loan? Can the borrower bfl the Sh^l 
Cora. 7 

Mr. Nayloh. The answer to your second question, Mr. Congress^ 
man, is no. The answer to your first question- 

Mr. Weaver. You camiot make a loan to a corporation? 
■ Mr. Nayior. It requires a loan tc a bona fide farmer and rancher 
primarily engaged in ranching and farming. 

Mr. Weaver. The bona fide rancher cannot be a corporation, in- 
volved in bona fide ranchmg and farming? 

Mr. Naylor. It could be a corporation but it must be primarily 
operating in farming and ranching. There is another section of the law. 
It can be corporation but they must be primarily engaged iii' a stock 
operation. 

Mr. Weaver. The corporation can borrow the money without being 
involved. 

■ Mr. Naylor. That would be true with any corporation, in the case of 
any individual in that it can be held corporately, personally — ■ — - ' 

Mr. Weaver. You can go the note rather than the collateral, 

Mr. Naylor. It can be done; yes, sir. 

Mr. Weaver. What do you mean, it can be done? You have the 
operation or you don't. 

The Chairman. The Chair would like to address another question 
to Mr. Naylor. If both lenders, in other words the term "lender" in 
line 21 in both instances, were changed to "Secretary", would that, 
in your opinion, extend the Secretarj''s authority to make loans under 
this act where collateral had depreciated? 

Mr. Naylor. Mr. Chairman, it would appear to do bo, yes. 

Mr, Johnson.' 1 would like to ask another question. 

Mr. Chairman. Yes? 

Mr, Johnson, Did you not say, when we were having subcommittee 
hearings, that the Secretary had that authority under the present law 
but did not extend loans if' he did not have 100 percent collateral? 
You did say that. 

Mr. Naylor. Mr. Congressman, I was not at that bearing. 

Mr. Johnson. Whoever was present. Erwin. Maybe that was- the 
thrust of the testimony, that they could not make that determination 
under present law, because as a matter of fact, they had decided that 
you had to have a 100 percent guarantee to qualify for the loan. 

Now what is there in this language that will make the Secretflrj- — or 
we could rely on the fact that the Secretary will take into account a 
man's past performance or the average price for cattle over the last 5 
years or any of the other factors that we were trying to have the 
Secretary take into account, Ti'hich would be decided in the subcom- 
mittee. He would not take into account without specific direction. 

The Chairman. Will the gentleman yield? 

Mr. Johnson. Yes. 
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The Chairman. Because Iteel we do hAve aratiier strong abjection 
Iroin t^« Department, to alk}wiDg lenders to make the entire determi- 
nation as to the security of ft loan, it might be helpful h«re to stjike the 
■word "lender" in line 21, where it appears in both instances, so tWt 
the-lixst eeclion goes badt to the onginal statement oftha act. It 
would thereby require the Secretary" to make that findin g provided he 
be empowecftd to further accept coUatecal which hasidepreciated in 
Talue owing to temporary economic conditions and where it is indi- 
'catod, in hie opinion, that both th» Secretary and the leader are confi- 
dent thftt adequate security arrangements can be nlade. 

That does not allow the Secretary to make personal imdiogs as to 
his confideaice in the lender, but it does give tlie Secretaoy the authority 
to accept depreciated collateral if the lender expresses confidence. 
Further, it gives a broader authority, I think, to the Seoretaxy without 
impinging on the right of the Government to make a determination o£ 
adequate security. 

I am concerned that if we move to the secondary approval of the 
Secretary, we incur some administrative problems. The loan jtfobably 
■could not be processed until the lender was sure the Secretary would 
not disapprove the loan. As a result, if there is insuffitaent time for 
the Secretary to disapprove it, a lender could; actually transfer funda 
to a borrower and then leai-n subsequently that the Secretary had 
found the aecurity inadequate. Thus, it would, create a rather dfficult 
■coutractural problem with respect to the security guarantee of the 
loan. 

In such a case, I think most banks would protect themselves by 
either a contract requiring that the loan be called immediately in the 
■event that the Secretary did not guarantee or, by putting, a delay on 
the apf^eable operation of the loan until the Secretary had approved 
it — not made a determination of disapproval within a certain time; 

Mr. Pbtsbb. Mr. Chairmaa? 

The Chairman. Yes? 

Mr. Peyseh, Mr. Chairman, I agree comi»letely with what you are 
sivymg. I think tliat is exactly what would happen. There woifid be a 
delay and another whole step. 

I am just wondering with you since many times before — why not 
use our report findings aa a method of strongly indicating to the 
Secretary what the desire is, particularly since he is using practically 
the same language and description of acceptance of depreciated value 
and so forth, in the report languf^e, ajid leave the bill as it is, as my 
amendment, in effect, would do, in removing the particular section. 
But include in the report, this action. 

But as long as you give th« SecrPtary to move here as we are doing, 
we are not doing anything reaUy. We aro still giving him all the same 
authority, only you are putting another step m, ■ 

I would like to ask Mr. Nayior a question. Is it your opinion of the 
administrative action involved here, that if you left this section (f) 
in as it is now being suggested, that it would delay the process of a 
loan being completed? 

Mr. Naylor. Mr, Congressman, as you are talking, it is changing 
line 21 to Secretary and ^cretarj-?— 

No, sir, I do- not believe that would. 



•y Google 



94 

Mr. Peyser. No, sir. I am not talking about that. lam talking about 
the one, but then, leaving the lender. Putting .Secretaiy in there, yuii 
have done really, nothing. The Secretary really controls this an<l 
always has. But if he has to approve 

Mr. Naylor. Mr. Congressman, I think there is a liberalization 
here in that one, the intent of Congress is more clearly spelled out 
than in the original law which addresses itself to security vis-a-vis 
eoUateral. 

Mr. Peyser. Couldn't that be done in the report and have exactly 
the same impact because the Secretary does not have to follow, as 
long US you give him the option? 

As long as you say it is "your option," he does not have to do it, 
anyway. I think that really the Administration wants to lend the 
money now. So why get tied up in the extra step that we are talking 
about in this section? 

Mr. Naylor. I think with regard to this section 

The Chairman, Excuse me. 

Mr, Sebelitis. Are you through, Mr. Peyser? 

Mr, Peyser. Yes. 

Mr. Sebblius, In various conversations I had with Assistant 
Secretary Erwin, I think it seemed to parallel exactly what Chairman 
Foley has suggested in changing the two "lendei-s" to "Secretary", 
That would give them the leeway th^r need to make the loan without 
violating all of the principles of the Farmers Home Administration. 

It would give them the leeway to not get in the crack having a delay 
or having to reject it later. 

I would propose, Mr. Chairman, that line 21, the word "lender" 
in both instances be changed to "Secretary." 

The Chairman. The gentleman from Kansas moves an amendment 
to the amendment to strike the words "lender" as the\' appear on line 
21 and to substitute therefor in both cases, the woid ''Secretarj'-" 

Mr. PoAGE. Mr. Chairman, may I ask, if you don't mind, may I 
simply withdraw my amendment. 

The Chairman. The gentleman from Texas asks unanimous consent 
to withdraw his amendment from the gentleman from Kansas. 

Without objection, so ordered. 

The gentleman from Kansas offers the amendment to 

Mr. Mathis. Parliamentarj' inquiry. 

The Chairman. Yes? 

Mr. Mathis. Is there a motion or an amendment Ity Mr. Findley 
before the committee at this time? 

Mr. FiNOLEY. I ask unanimous consent to withdraw it. 

The Chairman. I am sorry. Without objection, Mr. Findley 
requests unanimous consent to withdraw his objection. Without 
objection, it is so ordered. 

Mr, Moore. I call for the question, Mr, Chairman. 

The Chairman. The question on the amendment is called. Without 
objection, the previous question is 

Mr. Hahkin. I object. 

The Chairman. Nir. Harkin? 

Mr. Mathis. Mr. Chairman, I move the previous question. 

The Chairman. The previous question has been moved. All in 
favor of the previous question on the amendment signify by saying 
aye. 
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' [Chorus of ayes.] 

The Chairman. Opposed? 
. (Chorus of noes,] 

The Chairman. The ayes have it, and the previous question is 
ordered. 

All those in iavor of the amendment to section (f) by the gentleman 
from Kansas, Mr. Sebelius, signify by saying aye. 

(Chorus oi ayes.] 
- The Ckaihman. Opiwsed? 

(No.) 

The Chaikman. The ayes have it. 

Are there other amendments to the bill? 

Mr. Hakkin. The motion to strike is pending. 

Mr. Beroland. Mr. Chairman, may I inquire of the Department 
whether the adoption of this amendment removes their objection to 
this section? 

Mr. Naylor. Mr. Congressman, yes; I think that substantially 
does so. 

Mr. Bbhgland, Thank you, sir. 

The Chairman, The gentleman from New York moves to strike 
section (f) and to renumber section (g), section (f). 

Are you ready for the question? 

Mr. Peyser. Mr. Chairman, may I speak for a moment on that? 
■ The Chairman. The gentleman is recognized. 

Mr. Peyser. My purpose in this is that I am not convinced that 
what we are doing now in the amendment that we just passed is not a 
positive step as far as the person who is trying to borrow the money 
and get rapid action is concerned. 

I am convinced that this is still going to delay the proceedings 
whereby your act, under the existing law, with the Secretary's affirma- 
tive support of the legislation which says that the lender in effect, 
will now have a new set of guidelines and that the lender can go right 
ahead and make the decision and move out to make the loan. 

Even with the changes indicated here, you are going to have to 
have a reevaluation by the Secretary. I really believe that I am 
aiding on the side of the cattle producer. I am trying to say that the 
fellow ought to be able to go in and get the loan approved. 

I do not see that happening under the present amendment, that 
you now have in the bUl. The whole thii^ that you have got to 
realize — the whole success of this program is going to be determined 
by the administration's attitude toward this legislation. 

Mr. Sebelius. Would the gentleman from New York yield on that 
point? 

Mr, Peyser. I will be glad to yield. 

Mr. Sebelius. Section 4 — what we still have is section 4, but with 
this proviso that they worked on. Section 4 reads exactly the same 
as the first three lines. I do not see any additional delay to the cattle- 
men, at any time. 

Mr. Peyser. The delay that I see^ if I may answer your question, 
is that we now provide that the Secretary may accept collateral 
which has depreciated in value and so forth, and so forth, which means 
that when the bank makes \t& determination, you are still asking the 
Secretary to say whether he agrees with that depreciated analysis 
that the guy has made. 
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If the Secretary initiaUy says these are the guidelines, this is what 
we will accept, we will mtike these loans, the bank knows that as long 
as they are within those guidelines they can go ahead and make a loan. 

Now; you recognize, I am. sure, that if the Secretary decides in 
the administration that they do not want to make those loans, re- 
gardless of anything you have got in the language, bea:e, the Secretaiy 
will put down the guidelines that will stop these loans cold, regordlesa 
of any language you have here. 

So, what you are really betting on here, at least what L am betting 
on, is that the Secretary is saying — and the administration — that we 
are going to make the loans. So let's let them make the loan as qui<^ly 
as possible. -■■■.■■ 

The Chairman. Would the gentleman yield? 

Mr. PBysER. I will be ^d to yield. 

The Chaibman. The effect of the proviso is to give the Secretary 
complete discretion to determine any acceptance of collateral. 

It seems to me that wc merely express the intention of the Congress 
that he should have a broadened authority, if he wishes to exeriHse it. 

It is not incumbent upon him to change regulations, if he does not 
see fit to do so or to complicate in any way the loan process ifb* does 
not feel it would be viable in extending the purposes of the act. 

Mr. Peyser. May I have a response, Mr. Chairmjwj, if I still have 
the time? ■ . ■ 

It is that I simply feel that you can accomplish tMs in report lan- 
guage where you would not bind in any other steps as I see iti I yield 
back my time, 

Mr. Hahkin. Mr. Chairman? 

The Chairman. Mr. Harkin. 

Mr. Harkin. Mr. Chairman, I oppose the gentleman from New 
York's amendment and reluctantly support the modified aniendment 
to section 4, now. 

In the subcommittee, this basically came up — to amend this 
section—because the situation that a lot of the cattle farmars find 
themselves in is because of the collapse of the Amencan Be^ Packers, 
Inc. 

Now, it has been broadened a little bit, which isali right. But still 
that was the intent of modifying that section. 

What we have— I know in my district, and I know probably in Mr, 
Johnson's district, and I know that Mr. Hightower's distnclt; and 
Mr, Thone, I am sure — a lot of farmers who have been hit by three 
things; the slump in the cattle maritet; the drought last year; and the 
collapse of American Beef. ' ■ 

A lot of people in my area tock their cattle in to American Baef in 
December and the> are hoSding-checksof up tc $123,000 thai 'Are bad. 

Now, American Beef has filed under a chapter llbankruptcy. They 
claim they are going to pay these people back. But ittmay be 2, 3, or 
4 years before they pay them back.' In the meantime, these, people do 
not have adequate collateral to qualify under the Emei^ncy Livestock 
Credit Act of 1974, unless we put this provision in there -as it is written. 

That is what we are speaking about. So I would hape to follow up 
on Mr. Peyser's su^estion, that the report that is wriiten clearly 
spells this out, that they are taking into account, this type of col- 
lateral — that is, those bad checks that people hold, and use that to 
determine whether or not they could give themtiiedoMiBon tijat. 
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lyield back the remainder of mj time. ' 

The Chairman, Without objection, the previoua question is ordered 
on the amendment of the gentleman from New York. 

All those in favor of striking section (f) and retitling section (g) 
signify by sayii^ "Aye." 

Mr. Peyser. May I have a rollcall on that, Mr. Chairman? 

The Chaikman. A rotlcall is requested. The clwk will call the roll. 
All of those in favor of the amendment by the gentleman from New 
York will iwhen they answer the call, respond by saying "Aye," op- 
posed, "Nay," 

The clerk will call the roll. 

The Clebk. Mr. Poage? 

Mr. Poage. No. 

The Clebk, Mr. de la Garza? 

Mr, DB LA Garza. No. 

The Clehk. Mr. Vigorito? 

Mr. Vigorito. No. 

The Clebk, Mr. Jones of North Carolina? 

[No response.] 

The Clerk. Mr. Jones of Tennessee? 

Mr. Bergland. Mr. Chairman, he left his proxy with me. I vote it 
"no." 

The Clerk. Mr. Melcher? 

[No response,] 

The Clebk. Mr. Mathis? 

Mr. Mathis. No. 

The Clerk. Mr. Bergland. 

Mr. Bergland. No. 

The Clerk. The Brown? 

[No response.] 

The CiEBK. Mr. Bowen? 

Mr. Bergland. Mr. Chairman, I have liis proxy. I vote him "no."" 

The Clerk. Mr. Rose? 

(No response.] 

The Clebk. Mr. Litton? 

Mr. Litton. No. 

The Clerk, Mr. Breckinridge? 

Mr. Breckinridge. No. 

The Clbbk. Mr. Kichmond? 

Mr. Chairman, I believe you hold the proxy for Mr. Richmond. 

The Chairman. I will pass his proxy. 

The Clerk. Mr. Nolan? 

Mr. Nolan. No. 

The Clerk. Mr. Weaver? 

Mr. Whavbr. No. 

The CtEBK. Mr. Baldus? 

Mr. Baldus. No. 

The Clerk. Mr. Krebs? 

Mr. Krebs. No. , , 

The Clebk. Mr. Harkin? 

Mr. Harkin. No. 

The CiiERK. Mr. Hightower? 

INo response! 

The Clebk. Mr. Bedell? ■ 
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Mr. Bedell. No. 

The Clerk. Mr. McHugh? 

Mr. McIIuQH. No. 

The Clerk. Mr. English? 

Mr. En^glish. No. 

The Clerk. Mr. Fithian? 

Mr. Fithian. No. 

The Clerk. Mr. Jenrette? 

Mr. Chairman, I believe yon hold the proxy for Mr, Jenrette. 

The Chairman. I will pass the pro.\y. 

The Clerk. Mr. D'Anioui"s? 

Mr. D'Amours. No. 

The Clerk. Mr. Wampler? 

Mr. Wampler. No. 

The Clerk. Mr. Sebeliiis? 

Mr. Sebelius. No. 

The Clekk. Mr. Findley? 

Mr. FiNDLET. No. 

The Clerk. Mr. Thone? 

Mr. Those. No. 

The Clerk. Mr. Symms? 

|No response.] 

The Clerk. Mr. Johnson? 

Air. J0HN.S0N. No. 

The Clerk. Mr. Madigan? 

[No response.] 

Tlie Clerk. Mr. Peyser? 

Mr. Peyser. Ave. 

The Clerk. Mrs. Heckler? 

Mr. Peyser. Is there a proxy for her? 

The Clerk. It was onlv on a House Joint Resolution, 335. 

Mr. Jeffords? 

Mr. Jeffords. No. 

The Clehk. Mr. Kelly? 

Mr. Kelli. No. 

The Clerk. Mr. Grassley? 

Mr. Grassley. No. 

The Clerk. Mr. Hagedom? 

Mr. Wampler. I have his proxy, but I do not have any instruction 
on amendments. 

The Clerk. Mr. Moore? 

Mr. Moore. No. 

Tlie Clerk. Mr. Foley? 

The Chairman. No. 

The clerk will call the names of the members not responding. 

The Clehk. Mr. Jones of North Carolina; Mr. Melcher; Mr. 
Brown; Mr. Rose; Mr. Richmond on pass; Mr. Hightower; Mr. 
Jenrette, pass; Mr. Symms; Mr. Madman — ~ 

The Chairman. Mr. Jenrette votes "no." 

The Clerk. Mrs Heckler; Mr. Hagedorn is present. So, it would 
be 1 present, 1 aye, 30 nays, 2 pass, 1 present. 

The Chairman. I wanted to vote Mr. Jenrette. Is he recorded "no?" 

The Clerk, He is recorded, sir. 

The Chairman. There being 1 aye, 30 nays 
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The Clebk. Two pass, one present 

The Chairman. There being, two pass, one present, the amendment 
is not agreed to. 

Are there other amendments to the bill? 

Mr. DE LA Garza, Mr. Chairman. 

The Chairman. Mr. de la Garza? 

Mr. DE LA Gakza. Mr. Chairman, after the amendment b)' Mr. 
Peyser was adopted about the Secretary's report, I had a recoin- 
mendatiui and before I move to reconsider, let me mention- this to 
Mr, Peyser and the committee. 

Where you say "Loan appHcations submitted, the number and 
amount of loans approved," 1 would hope to recommend that the 
committee would approve tliat we add the number of loans in default, 
if any. 

Mr, Peyser. I would find no objection to that- I think we allow- 
in the statement, we allow any other statements that the Secretary 
wants to make which this would be included in. 

I have no objection to it, obviously. 

The Chairman. If the gentleman from Texas would find it accept- 
able, I think that we can request the Secretary by letter to do that. 

Mr. DE la Gahza. Thank you, Mr. Chairman. 

The Chairman. If there are no other amendments 

Mr. McIIuGH. Mr. Chairman, I have a question for the chairman of 
the subcommittee. 

In the Senate's version of the bill, they left the decision process 
with the Secretary. Now, we have gone back essentially, to that. We 
have added language to express our intent. But essentially, the 
Secretary has the judgment on making the loan. 

In the Senate version, there ws a provision that we do not have 
in our version, with regard to the time for processing the applications 
specifically. The bill says, "So far as practicable, the Secretary shall 
complete action on each loan application within 30 days of receipt." 

Now, that is not binding. But it raises a question as to whether 
or not there is a problem with regard to delay. If so, should we include 
it in our version of the bill — the Senate provision? 

Mr. PoAGE, I think when we get over to the Senate, it is cer- 
tainly a matter we want to consider. I do not think that there is any 
necessity of us trying to answer every Senate— every provision- 
that we think the Senate may have in their bill at this time. 

But it seems to me that that is worthy of consideration, I personally 
do not think that it is going to achieve much. I can't see that it is 
going to make much difference. It is simply an expression of the Senate, 
"Mr. Secretary, .we wish you would hurry," He doesn't have to hurry. 
He can take 30 years instead of 30 days, under that language. Obvi- 
ously, if he wanted 30 years, he would. 

Mr. McHuGH. ^Ir. Chairman, let me just ask for informational 
purposes, if I may, has there been a problem of delay in these? 

Mr, PoAGB, Oh, yes. I don't know that there has been any in these 
last 6 months, no. I should not say that. There has not been. 

The Chairman. Is there any further — — ■ 

Mr. Jeffords. Mr. Chairman, I have an amendment which has been 
distributed. I would like to bring it up at this late time. 

It is not clear whether the bill we are considering as we have dis- 
cussed it, \n\[ or will not help. It certainly has not helped anyone in 
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my area, yet. I would hope with the amendments we have made, 1;herB 
will be some assistance the Congress in bur area, which is in serious 
economic difficulty. 

The proposal which I propose will give some assistance not only to 
the farmers in my area, but to, I am sure, farmers throughout the 
country during this tough credit situation. 

My amendment wOuld amend the Consolidated Farrii and Rural 
Development Act by allowing and providing for the consolidation of 
loans. 

This amendment came about, Mr. Chairman, because of a suggestion 
by FHA officials in my area. This would give them more flexibiht>- to 
consolidate loans and then help reduce the cash demands on farmers 
by reducing the monthly or whatever, pajinents there may be. 
Mr. Bergland. Mr. Chairman? 
The Chairman. Yes? Mr. Mathis? 
Mr. MathIs. Just a point of order. 

The Chairman. Does the gentleman wish to make a point of order? 
Mr. Mathis. Mr. Chairman, I would like to have Mr. Jeffords 
offer an amendinent but I think that it clearly amends a bill that is not 
pertinent at all to the Emergency Livestock Credit Act of 1974 and 
goes to section 316 of the Consolidated Farm and Rural Development 
Act. 

Therefore, I would believe that it is not germane to the bill that we 
have before us. 

The Chairman. Does the gentleman wish to make a point of order 
at this time? 

Mr. Jeffords. I recognize that there is a problem in respect to a 
point of order here, except that I would only point out that we are 
here, attempting to deal with an emergency situation for the farmers 
who are trying to get credit. Thatis the purpose of the amendment to 
the bill which we are considering. That is the purpose of the amend- 
ment which I am proposing; that is to try to give some meaningful 
assistance to farmere. 

As I said before, I do not know as to whether or not what we haye 
done in this bill is going to help out. Not a single loan has been made in 
my area under the bill. 

I would hope by loosening up the money supply, this will be of some 
assistance. I know that this bill will give some assistance to people who 
have emergency needs. 

That is why I propose it at this time. 

The Chairman. The gentleman from Vermont offers an amendment 
to section 316 of the Consolidated Farm and Rural Development Act 
by inserting after the words, "additional years," the following lan- 
guage, "Except that if two or more loans are consolidated the renewal 
period shall be computed from the due date of the most recent loan." 

I want to ask counsel if we have any opinion from the Department 
concerning this proposed amendment? 

Mr, Natloh. No, Mr. Chairman. We do not. 
Mr. Jeffords. Mr. Chairman, what I do have is a letter from gen- 
eral counsel. That is the reason that the amendment is made at this 
late time. 

I met with the administrator, Mr. Elliott, on February Ifl and re- 
quested of him language in this area as well as such an opinion. 
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I received a letter dated March 21 from the General Counsel, which 
recommends and approves this language. 

I do not represent that it is in essence, a report of the Dftpartment. 
But it does recommend this language. I have discussed this language 
with the regional officials of FHA. They would like it much looser, 
with more flexibility to help. But they do say tiiat this would be of 
significant help to them in consolidating loans, which they can^t do. 

The reason that they cannot consolidate loans is that you have to go 
by the date of the oldest loan which, in effect, prevents any consolida- 
tion. 

The Chairman-. Mr. Murrjiy? ; / 

Mr. M0RRAT, Mr. Chairman, the Department attorney just handed 
me this letter that they sent to Mr. Jeffords. I am sureAhat he did not 
mean to give the impiession that — it is a draftiog service byOGC for 
Mr. Jeffords at his request. It did not reflect their opinion of whether 
they wer^ for it or against it, or any other feelings on it. 

Mr, PoAGE. Mr, Chairman, may I speak to the point of order?. 
The Chairman. The point of order has not been made. 
Mr, FoAQE. I would just hope that it would not be made because 
while I think a point of order is good, f can see nothing wrong with 
the amendment that the gentleman has offered. It certainly cannot 
do any Iiarm to the bill. 

I see no reason vfhv we should object to it. , _ , 

The Chairman, "fhe Chair would like to ask if the gentleman 
recognized for the pinpose of this amendment; would like to also 
amend the title? 

Mr. Jefj-ordh. That is correct, Mr. Chairman. But I would, like to 
amend the title accordingly, so that it would then become germane 
obviously, on the floor. ... 

The CKAiaMAN, Is lliore any further discussion? 
If not, are you ready for the question?. 

If so,, without objection, the previous point of order . . 

Mr. Ma'FHIS. I will withdraw it. . , _ ■. • . ' 

The, Chairman. The gentleman from Georgia wi*^idraws his point 
of order. 

All those in favor of the amendment of the gentleman from Vermont, 
signify by saying "aye." 

[Chorus of ayes.] .,..;, 

Tlie Chairman. Opposed? , 
[No response.] 

The Chairman. The ayes have it, and the amendment is agreed to. 
Are there other amendments to fclie bill? 

Mr. Po.iGE. Mr. Chairman, I move that we report the bill to the 
floor with a recommendation that it be passed. 

The Chairman. Tlie gentleman from Te:va3 moves that the bill, 
H.R. 5235, be reported to tlie House with the recommendation that 
it be passed. All tliose in favor— — - 

Mr. Murray. Mr. Chairman, I just want to bring to your atten- 
tion that there is a Senate bill with a Senate number before us tliat 
at some point, you would want to marrj- up with the Senate number 
to the House language. 

Mr. Rainbolt. "iou can do it here or on the floor. 
Mr. Murray. You can do it here or after the bill has been passed 
in the House. But the Senate has already acted on the measure. The 
Senate ver^n is before us. 
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The Chairman. The Chair will entertain a motion to strike out all' 
after the enacting clauiie of S. 1236. 

Mr.'Hod'AN: T[ ou will have to amend the title, also, Mr.- Chairman. 

The Chairman. Please strike out the title in the enacting clause of 
S. 1236 and substitute in its place the title ami te.\t of H.R. 52.^5. 

Is there such a motion, as amended? 

Mr. PoAGE. So moved. 

The Chairman. The gentleman from Texas so moves. All those in 
favor of the motion, signify by saying "aye." 

[Chorus of ayes.) 

The Chairman, AH those in favor of reporting the bill S. 12-36 as 
amended, signify by saying "Aye," 

[Chorus of ayes.] 

The Chairman. Opposed? 

[No response.] 

Mr. Harkin. Mr. Chairman, I would like to raise a question. Being- 
a new Member, I do not know exactly the specific language in the 
report that we could attach onto this bill. 

I would like to make a point, before we adjourn, to make some sort 
of motion that specific language be incorporated into that report, I 
am speaking about the relationship of section (f), to the American 
Beef Fackers situation. 

The Chairman. Is there an objection to including that language to- 
the report? 

Mr, Murray. Mr. Chairman, a possibilitv you would want to- 
consider is additional views, in giving your views about it as a pro- 
ponent and supporter of the bill, your interpretation of it. 

Mr. IIarkin. I would rather have it as a committee report, 
obviously. 

Mr. Murray. But as long as.it is going to be consistent with the- 
way the committee wrote tiie language of the discretion and the range- 
of authority that the committee amendment gives the Secretary, 

The Chairman, The Chair would ask the gentleman from Iowa to- 
examine the draft of the committee report if ho has the opportunity,, 
and if he finds it inadequate, to include his own language separatelj', 
■ It is the general intention of the chairman to make reference to 
particular problems in terms of cattle applicants, cattlemen, and other- 
operator applicants for the loans requiring broadened authority rather- 
than to specifically have an instruction. 

Mr. Harkin. Nlr. Chairman, I would just remind the committee 
that this amendment came up in subcommittee because of the specific 
nature of the $25 million in checks being held by farmers riglit now 
because of the collapse of American Beef. That is the reason for this 
amendment. 

If the amendment has now been adopted bv the committee, then 
I think the committee would support language in the report, reflecting 
that situation. 

The Chairman, I would advise the gentleman that it is the intent 
of the chairman, in preparing the report, to indicate some of the- 
histiOr3' behind the offering of the amendment in subcommittee im 
addition to the final determination of the committee. 

If you do not fiiid this approach satisfactory, you always hav-e the- 
opportunity to file a differing opinion. 
Is there any other provision,? 
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Mr. Kelly. How much time do we have for filing additional 
statements? 

The CifAiRHAN. You have 3 days. As a practical mfttt*r, we will 
not be able to file the report until April 7. So, if the gentleman wants 
additional time to file, it probably would not disturb the preparation 
of the report. 

This is the normal time imder the rules of the House. 

Mr. Kelly. It was earlier suggested that we would have until the 
7th to file a report, in the subcommitee this morning. Is that correct? 

The Chairman, With reelect to the other legislation, I think the 
Chair indicated that the report could be filed on the evening of the 
7th. 

Would it be agreeable that the gentleman ask unanimous consent 
that all members have until noon on the 7th of April? 

Mr. Kelly. I would so request. 

Mr. PoAOB. Mr. Chairman, may I be heard? What you are going 
to do, if you give everybody until the 7th to file their statements, yon 
are going to fix it so that the committee cannot file its statement until 
a day or two later and you will kill the week. 

The Chairman. Will the gentleman yield? I think that if we require 
that all dissenting or other views be filed no later than noon of April 
7, and other views be filed, they will all be filed on the evening of the 
7th by the comnMttee. The committee maj' ask pennission to file at 
midday, but in the opinion of the Chair, this would not delaj- the 
submission of the committee report. 

Without objection, all members will have until noon on the 7th of 
April to file. 

The Committee on Agriculture will stand adjourned, subject to 
call. 

[Whereupon, the committee was adjourned at 1 p.m., subject to 
the call of the Chair.] 
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